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ADVERTISEMENTS 


THREE INDISPENSABLES 


which must be dealt with promptly and accurately 


“AOLLERITA” 


now provides a machine specialiy designed 


for the rapid preparation of Invoices, Ledgers 
and Statements. Particulars will be gladly 


forwarded on request. 


\ 


The “ HOLLERITH” electrical method of 
punched-card accounting is the most 
modern contribution to efficiency and 
the perfect specific for staff depletion — 
NATIONAL SERVICE indeed. 


THE BRITISH TABULATING MACHINE CO. LTD. 


Victoria House, Southampton Row, London, W.C.| 
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PROFESSIONAL NOTES 


National War Bonds nevertheless, in urging that accountants should point 

The accountant will readily appreciate the need for — out to their larger clients the desirability of invest- 

maximising national savings. Similarly, he will ment in these bonds. In general, the imperative 

realise not only that direct placing of funds in Govern- interest of the nation demands that every oppor- 

ment issues is advantageous to the State but also tunity be taken to impress upon the public the claims 
that these securities provide attractive investments of investment in Government loans. 


to large and smal! saver alike. The small man is 

being urged by the widespread publicity of the Departmental Accountants 

National Savings Committee to buy National Savings Our readers will remember that we have frequently 
Certificates and Defence Bonds. We believe that protested against the unrestrained use of Government 
accountants have played a part in the same work by accountants in the investigation of contractors’ costs. 
stimulating interest among individual clients in these We have argued that the auditor of the firm is 
forms of war securities. But it is essential that possessed of prior knowledge of the firm’s affairs and 
savings of larger dimensions and company funds not that this enables him to complete such investigations 
needed for early use should similarly be placed at the far more expeditiously than a Government accountant 
disposal of H.M. Government. We are glad to pub- starting ab initio. It is satisfactory to note from a 
lish on page 295 of this issue a letter from Sir Robert Parliamentary answer given by the Minister of Supply 
Kindersley, Chairman of the National Savings that he has seen the force of arguments such as this. 
Committee, appealing for accountants’ help to this The first steps are NOW being taken to provide that a 
end. The 2} per cent. National War Bonds, repay- firm’s own auditor shall be engaged for costing work 
able between July, 1945, and July, 1947, are now required by the Departments. At present, this new 
on tap at par. They form an attractive investment procedure has not gone very far, but if it proves 
for large savers. Apart from national considerations, satisfactory it will be extended. rhe Department 
the yield is good, considering the paucity of alterna- concerned with the particular contracts will naturally 
tive outlets for funds and the short tenure of the retain the right to appoint one of its own officials to 
bonds. Advice on particular Stock Exchange securi- make a subsequent investigation if this is considered 
ties is not the business of practising accountants but desirable, but we share the hope of the Minister of 
of stockbrokers. At the present time we féel justified, Supply that it will usually be unnecessary to exercise 
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this right. Apart from utilising the special know- 
ledge of the practising accountant, this new procedure, 
when fully developed, should ensure that the incon- 
venience caused by visits from official accountants 
from several different Departments will be avoided. 
In the meantime, the Departments are taking other 
steps to eliminate this overlapping—which is, as most 
accountants have experienced, a frequent complaint 
of firms already working at high pressure. In future, 
and until the new procedure is developed, the Supply 
Department primarily concerned with a firm’s costs 
will investigate them on behalf of the remaining 
Departments dealing with supplies for H.M. Forces 
as well as for itself, and it is hoped that a similar 
arrangement will be made for the other Departments 
likely to place contracts necessitating costings. 


Returns for Tax Purposes 

Prompt settlement of tax assessments is of obvious 
importance at the present time. On page 303 of 
this issue we publish a statement by the Chancellor 
on the speeding-up of E.P.T. assessments. Where a 
final agreement is likely to be delayed, provisional 
assessments are to be made. Thus an agreed amount 
of duty can be paid pending investigation of unsettled 
points. Taxpayers and their advisers are asked to 
render accounts and returns as early as_ possible. 
Practising accountants are admittedly faced with 
exceptional difficulties at present owing to shortage 
of staff and the large number of new problems 
requiring consideration. But if they can take any 
measures to expedite the completion of accounts and 
returns of clients for submission to Inspectors of 
Taxes, their co-operation will be greatly welcomed by 
the Board of Inland Revenue. It is also hoped that 
Inspectors’ queries will be reduced to a minimum. 


Liquidators on War Service 

A Professional Note appearing in the December, 
1939, issue of ACCOUNTANCY outlined some of the 
considerations which arise when an accountant 
absent on war service leaves his practice in the care 
of another practitioner. A Defence Regulation has 
now been issued dealing with the special case of a 
liquidator of a company who is engaged on war 
service. Under this Regulation, any person author- 
ised by the liquidator by power of attorney may 
exercise his functions as liquidator, subject to a 
number of conditions. The consent of the Board of 
Trade in writing must be obtained in every case. 
The instrument creating the power of attorney, or a 
copy verified by an affidavit sworn by the liquidator 
or his deputy, must be filed with the Registrar of 
Companies, together with the written consent of the 
Board of Trade. Further, if the original appointment 
of the liquidator was by an English Court, the deputy 
must give satisfactory security to the Board of Trade ; 
in the case of an appointment by a Scottish Court, 
the deputy must either give security as the Court 
determines or must receive its agreement to dispense 
with security. 


Incorporated Accountants and Evacuation 


‘Practising members of the Society in certain 
coastal districts are faced with special difficulties at the 
present time. Some of them may be seeking alter- 
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native office accommodation, and others may possibly 
wish to make arrangements on behalf of articled 
clerks. It is hoped that members in more fortunate 
areas will be prepared to give such assistance as may 
be possible. The Council invites members concerned 
to communicate with the Secretary in order to 
ascertain whether the Society’s organisation can be 
of assistance in these and other problems which may 
arise. At the present stage it does not appear to be 
desirable to establish a general scheme, but letters 
received will be carefully considered with a view to 
finding a solution wherever possible. 
What Type of Contract ? 

The Seventh Report of the Select Committee on 
National Expenditure criticises the basis adopted for 
repair contracts undertaken by contractors on behalf 
of the Admiralty. Just before the war the Ship 
Repairers’ Association and the Admiralty negotiated 
the Emergency Repairs Agreement. This provided 
for the payment of labour and material costs, plus 
establishment charges, which were to be based on 
the labour employed. The profit was to be arranged 
by negotiation between the Director of Contracts 
and the contractors. The Select Committee argues 
that this variant of the ‘ cost-plus-profit "basis 
leads to unnecessarily high profit margins, to inflated 
costs and to delays in fixing the final price and making 
the settlement. They also consider there is not 
sufficient trained staff available to check the basis of 
payment. In consequence, they recommend that in 
ship repair and conversion work fixed-price contracts, 
such as generally obtained before the war, should be 
reverted to without delay, unless this is impossible 
for special reasons. The cost-plus-profit basis was, 
however, adopted in order to have the job done in 
the quickest possible time, and we confess to some 
doubt whether the present exigencies permit the 
laborious method of contracting on a tender basis 
with fixed prices. We can also foresee the danger 
that advancing prices will lead to over-estimates of 
future costs, and no final saving for the Admiralty 
under fixed-price contracts. In consequence, if the 
tender method, despite this dilatoriness, is to be 
adopted, is there not a case for a fluctuating price 
contract, such as is described on pages 288 to 2% 
of this issue ? 


SHORTER NOTES 


A Defence Regulation designed to save paper and 
clerical labour makes it unnecessary for the annual 
return of a company to be contained in the register of 
members, as hitherto required by Section 110 of the 
Companies Act, but the return must still be forwarded 
to the Registrar. 

* * * 

In connection with the proposed Purchase Tax the 
point has been raised—with no justification that we 
can see—whether a retailer would be permitted under 
the Prices of Goods Act to write up his stocks to replace- 
ment values. The position is that under the Act 4 
trader can bring into account only the cost of goods 
actually in stock and on order under firm contracts and 
cannot therefore add anything for tax to the price of 
goods already in stock, except in so far as he might be 
averaging the cost of those goods and others under 
firm contract. 
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AN INSUFFICIENT BUDGET 


Judging from the first part of the Budget speech, 
there is no lack of understanding in official quarters 
of the economic and financial problems of war. In 
an admirable exegesis Sir Kingsley Wood outlined, 
in virtually the same words as his ablest critics would 
outline, the need for preventing money incomes from 
outstripping production. He faced squarely the fact 
that “‘in the present situation considerably increased 
taxation is essential from both the financial and the 
economic standpoint.” 

But the latter part of the speech failed to live up 
tothe introduction. It fully justified the Chancellor’s 
own description of the Budget as an interim one. 
With the one exception of the Purchase Tax, the new 
taxation is to be raised from entirely conventional 
sources—at a time when _ unconventionality in 
Treasury matters is our main hope of winning the 
war on the financial front. The measures proposed 
are of very limited range: the manner of their 
choosing is timid. They cover only £126 million 
this fiscal year (£239 million in a full year) in a total 
expenditure of some £3,500 million, and after taxation 
on the previous taxation basis is taken into account, 
the deficit to be met from voluntary savings or 
inflationary borrowing is likely to exceed {2,200 
million. It is still necessary to emphasise, even 
more strongly than in the case of the second war 
Budget of Lord Simon, that total war cannot be run on 
the hire-purchase plan. 

If we give the Chancellor and the Treasury the 
benefit of the doubt we may, perhaps, assume that 
this “interim ’’ Budget will be followed in a few 
months by one which will contain some really positive 
proposals. It is possible that a drastic financial 
measure is even now under serious consideration. 
Indeed, any other explanation of the limited scope of 
the Budget hardly dovetails with the Chancellor's 
forthright words upon the necessity of avoiding 
inflation. Admittedly, he also stressed the advan- 
tages and potentialities of voluntary savings. But 
much as we applaud and support the great work 
which is being done by Sir Robert Kindersley and 
the National Savings Committee of which he is 
chairman, and much as we appreciate the considerable 
growth in voluntary savings since the war began, 
we do not believe that the Chancellor can continue 
for long to rely upon voluntary savings alone to fill 
the enormous gap between revenue and expenditure. 
Nor must it be forgotten that Mr. J. M. Keynes, 
‘sponsor of the scheme for ‘‘ compulsory savings,” is 
4member—and, perhaps, the most persuasive member 
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—of the Committee which Sir Kingsley has appointed 
to advise him on financing the war. 

As already indicated, the most important aspect 
of the Budget concerns what it has failed to do rather 
that what it has done. The rise in the rate of income 
tax to 8s. 6d. in the ¢ is remarkable only for its 
moderation, however extreme it might appear to 
those, a diminishing few, who still think in terms of 
peace-time finance. In advancing the estate, beer, 
tobacco and entertainments duties, Sir Kingsley 
Wood returns to the old favourites of Chancellors. 
Many people remain doubtful whether his view that 
consumption will not decline sufficiently to reduce 
the total yield from these duties will be justified. 
Amid these timid expedients he has introduced an 
overdue though minor reform in the present method 
of collecting income tax. He has instituted universal 
deduction of the tax at source, so far as Schedule E 
is concerned, and has thus ensured the prompt and 
regular flow of tax into the Exchequer, and has 
opened at the same time the way to the general 
application of the present-year basis of assessment. 

There remains the only unconventional impost of 
the Budget—the Purchase Tax—-which is a variant 
of the tax introduced by Lord Simon last April, 
though changed in several important respects. 
When Lord Simon proposed this tax in his Budget 
speech, and before the Bill outlining the tax was 
issued, we expressed the view that it might be “ little 
more than an awkward departure in our fiscal 
methods, producing an inconsiderable return for 
heavy costs in administration.”” At the other 
extreme, it might be a “truly significant con- 
tribution to our war effort, productive of a large 
yield and carrying important indirect advantages.” 
When the details of Lord Simon’s tax became known 
—though no information was even then vouchsafed 
on the rate of tax or the time of its coming into force 
—it was clear that the first of these alternative 
descriptions was more likely to hold good. But 
it can at least be said of Sir Kingsley’s version that 
it does not share the main defects of its predecessor. 
On one important point it incorporates the suggestion 
made by a number of commentators, including this 
journal, that rates of tax discriminating between 
luxuries and semi-luxuries should be fixed. Goods 
in the first category are to be taxed at 33} per cent. 
on wholesale prices, those in the second at 16§ per 
cent., and necessaries are left free of tax. The 
registration of wholesalers is necessary for assessing 
and collecting the tax (two matters which closely 
affect the accountant and with which we hope to 
deal in a subsequent issue of ACCOUNTANCY). But 
having regard to the similar experience of registration 
gained by the authorities in connection with the 
Piece-goods and Made-up Goods Order and_ the 
Limitation of Supplies Order, this task can probably 
be completed without undue difficulty. Yet the 
expected yield of £40 million this year and {110 million 
in a full year is not large, and if the tax is ultimately 
to justify itself it must do so on the grounds of the 
indirect advantages it produces by restricting public 
consumption and, perhaps, by the ease with which 
it could be extended to other goods if that course 
is later shown to be necessary. 
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The Accountant and Fluctuating Price Contracts 


(CONTRIBUTED ) 


Contracts on a fluctuating price basis are a con- 
comitant of war rendered necessary by instability 
of costs. Insistence upon a firm price would mean 
that the contractor would have to estimate increases 
in his costs, or would need, as a measure of self- 
protection, to include a sum sufficiently large to meet 
all possible or probable eventualities. Even if the 
contractor anticipated a fall in prices he would be 
likely to minimise it when preparing his quotations. 

At the present time firm price contracts are not 
generally satisfactory. It is, however, possible to 
obtain perfectly fair tenders on a competitive basis 
calculated on prices ruling at the time the tenders 
are made, if a clause or clauses is embodied in the 
agreement placing the burden of fluctuations on the 
employing party. The contractor includes in his 
tender the profit he hopes to make, and it is not 
uncommon for the contract document to exclude 
further profit rates on increased costs. The employ- 
ing party agrees to pay the contract figure and 
undertakes to add thereto any legitimate liabilities 
the contractor may incur following upward move- 
ments in costs, and he reserves the right to deduct 
any sum by which prices fall below the standard in 
operation at the date of the agreement. 

Highly skilled accountancy work is necessary for 
the investigation of the books and accounts of 
contractors when contracts have been placed on a 
fluctuating price basis. There is an alternative type 
of contract which is on a time and materials basis, 
the employer paying the contractor the actual prime 
cost of the work plus an agreed figure (a percentage 
on prime cost or other basis) to cover overhead 
charges and profit. To some extent the examination 
of the records in this case involves similar questions 
as in the case of the fluctuating price contract, but 
there are some important points of difference, and it 
is proposed to deal here only with the questions 
raised by the latter type of contract. 


Nature of the Agreement 


A thorough understanding of the terms of the 
agreement is imperative—financial and accounting 
aspects as well as the legal. On many points any 
legal action that may be necessary is determined 
by the accountancy operations. For instance, a 
clause may have been inserted in the agreement 
giving the employing party power to terminate the 
contract and claim damages on default of the con- 
tractor. In such a case it has to be decided whether 
to allow the clause to operate or to let the premature 
termination emanate from the contractor himself. 
The exact financial relationship between the parties 
at the time of an impending breakdown will frequently 
determine whether or not it is advantageous for the 
employing party to terminate it. The decision rests 
largely upon the results of an accountancy investiga- 
tion. 


A primary duty of the accountant is the verification 
of the fluctuations in prices. The agreement will 
have to be carefully considered. For example, it 
will probably be found that no increase in market 
price may be taken on materials drawn from the 
contractor's own stock existing at the time of the 
agreement ; that no increases in cost of plant are 
permissible ; that actual advances in the prices of 
materials and labour only are to be allowed. There 
must be no margin of profit beyond that already 
included in the agreement. Extra work, if properly 
authorised—and performed in excess of the 
vriginal specifications—will be paid for on the basis 
of the actual amounts expended on materials and 
labour, plus an agreed percentage to cover overhead 
expenses and profit. It should be noted that profit 
is allowed on extra work, but not on any increase 
in the cost of work originally included. The investi- 
gator must see that there is nothing in the nature of 
administrative charges included in the prime cost 
to which the agreed percentage of profit is to be added. 


The Principal Clauses 


The main clauses to be considered by the investi- 
gating accountant generally provide that the ultimate 
amount payable by the employing party to the 
contractor will be the contract price, subject to 
additions, deductions and conditions somewhat as 
follows :—- 

1. Variations in the cost of materials and labour 
may be added or deducted (including travelling 
expenses of workmen and _ national health and 
unemployment insurance). 

2. Sufficient proof must be given that the additions 
to the contract price relate to actual increases only. 

3. Such increases must not be due to any unreason- 
able delay or failure on the part of the contractor in 
effecting purchases. 

4. On a falling market care must be taken not to 
buy large stocks at high prices. Immediate requite- 
ments only must be obtained. 

5. No increases in costs resulting from purchases of 
plant are to be permitted. 

6. No increases may be charged on materials taken 
from the contractor’s stock, even though the current 
price may be higher than that at which he originally 
acquired the goods. 

7. Materials taken from the contractor's stock 
shall not be charged to the job at a higher price than 
the current market figure, where prices have fallen. 

8. Claims for extras shall only be allowed when 
properly authorised by the employing party. 

9. Any such claims shall be based on actual cost 0! 
executing the additional work plus an agreed pet 
centage on prime cost of materials and labour, n° 
addition being made for administrative charges. 

10. The employing party may place a clerk of work> 
on the job. 

11. All books, accounts and records of the com 
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tractor shall be open to inspection by the employing 
party’s duly authorised representative (the investi- 
gating accountant). 


The Investigation in Progress 

The receipted invoices for materials in regard to 
which an increase is claimed must be vouched and 
the figures compared with the merchants’ quotations 
(if any) for the supply of the materials at the time 
the tender was given. Only actual advances may be 
allowed. Where portions of the work are sub- 
contracted, quotations and invoices must be inspected, 
and it must be proved that any increases in costs 
claimed for have actually been incurred by the sub- 
contractors. Where a percentage to cover profit 
and/or overhead expenses is allowed, a contractor 
may have calculated the claim by adding a_per- 
centage on the gross amount instead of on the original 
(net) figure. If this were permitted, the contractor 
would obviously be favoured by rising prices. Thus 
it must be ascertained that the contractor has not 
calculated the increase for profit or overheads on the 
amounts paid away, which would be on 100 per 
cent., plus the increase, instead of on 100 per cent. 
only. 

Wages 

With regard to wages, it is necessary to inspect 
authenticated time-sheets in order to ensure that the 
total number of hours on which wages increases are 
charged have actually been expended on the work in 
question. As an additional check, these figures 
should be traced to the cost accounts in the con- 
tractor’s books (if such records are kept), and to 
the financial books. 

Materials 

Advances must be on materials actually put into 
the contract work and appearing in the cost accounts. 
Here a mere inspection of invoices is not enough. 
Tracing the time and materials to the cost accounts 
and comparing the total debits with the bill of 
quantities will reveal whether or not the materials 
are exhausted or whether the contractor has with- 
drawn surplus articles without giving credit to the 
cost account of the job and, therefore, to the employ- 
ing party. Where credits are thus discovered, the 
advances in prices must be allowed only on the used 
portions. The dates of the purchases must be 
scrutinised to ensure that increases are not due to 
unreasonable delay in purchasing while the market 
was easier and to see that they were not earlier 
purchases unrelated to the contract in question. 
It must also be ascertained that no part of the extra 
charge relates to plant, scaffolding, etc., or other 
capital expenditure and that no head office or other 
administrative expenses are included under wages or 
materials. It is advisable for an investigating 
accountant to prepare comparative lists of prices of 
materials bought by all contractors doing similar 
work, This provides valuable data helping to show 
why one contractor is able to execite work more 
cheaply than another. 

Concerning extras, proof of the sanction of the 
‘mploying party should be produced and the terms 
thereof shown, and the relevant clause in the agree- 
ment carefully studied. Payment for extras may 
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have to be on current market rates, though it is often 
on the actual time and materials used plus an agreed 
percentage for oncost and profit. 


Other Items 

In examining the transport accounts particulars of 
journeys should be obtained. The information may 
already be on the invoices. Any charges for cartage 
from a job denote that materials have been removed. 
It should be ascertained what was taken away and 
full credit should be given to the employing party for 
increases already allowed on the goods in question. 
When examining the records of a sub-contractor it 
may be noticed that credit has been allowed in his 
accounts in respect of returns or allowances. The 
investigator should note these and insist that proper 
credit be given to the employing party through the 
records of the principal contractor. Other similai 
matters which will be watched by the investigator 
and may result in a considerable saving to his client 
will occur to the practising accountant. 

A careful scrutiny of the records of sub-contractors 
and merchants is more important than it may 
appear to be at first glance. The investigator must also 
be prepared to find occasional cases where a con- 
tractor deals with sub-contractors and merchants who 
appear to be independent of him but are in reality 
closely connected. There are firms that trade under 
different names, but which are in fact the contractor’s 
firms, sometimes acting under the same management. 
An unscrupulous contractor may take advantage of 
this by selling goods ostensibly belonging to 
apparently independent merchants or by executing 
work through apparently unconnected sub-con- 
tractors, making an additional profit in the process. 
The transactions may be made to appear more 
genuine by the rendering of invoices, etc., of different 
styles. 

Unscrupulous dealings of this kind are obviated 
to some extent by the inclusion in the agreement of a 
clause providing that every purchase involving 
expenditure exceeding, say, {50 or £100, must be 
submitted to at least three different firms for tenders 
or quotations. Where this operates, the quotations, 
etc., should be inspected by the investigator. But a 
provision of the kind alluded to could possibly be 
frustrated by buying in smaller quantities, so that 
each separate purchase would fall below the stipulated 
maximum figure. 

If full benefit is to be obtained from declines in 
market prices and advantageous purchases by a 
contractor, it is imperative that all accounts be 
scrutinised. The employer may be entitled to 
deductions from the contract price which are not 
spontaneously offered by the contractor. It is not a 
light task to inspect every invoice. Were the in- 
vestigator merely an auditor in the ordinary sense, 
all such documents would readily be produced. To 
satisfy himself that all invoices have been submitted, 
the investigating accountant must go to the books 
of prime entry. He must start from the invoices 
received book, day book, or whatever records contain 
the opening history of the transactions. If the 
system of book-keeping is too primitive or deficient 
to include such records it may be necessary to operate 
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from the personal ledger for credit purchases and from 
the cash book for cash transactions. There is, of 
course, difficulty in distinguishing items which relate 
to the job being investigated from those concerning 
other jobs. Thus it is necessary, in some cases, to 
trace purchases to the stores ledger and out again 
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to the cost account of the contract under review or, 
if cost accounts are not kept, to the account purport- 
ing to summarise the expenditure on the job in 
question. This may be a “ work”’ or “ contract” 
account or possibly only a personal account of the 
employer. 


The Third War Budget 


The following ave extracts from the Supplementary Financial Statement, 1940-41. 


The estimates of ordinary Kevenue and Expenditure 
contained in the first Budget for 1940-41 were (in 
summary form) as follows : 


Revenue £ 
Inland Revenue ... * ... 700,600,000 
Customs and Excise 466,100,000 
Other Revenue 67,691,000 


, 234,391,000 


I:xpenditure 
Fixed Debt Charge 


= 230,000,000 
Other Consolidated Fund 


Services pie ES 17,000,000 
Defence (Token Votes) ... 4,000 
Votes of Credit 2,000,000,000 
Civil Supply Services 404,867,000 
Tax Collection 14,919,000 


2,666,790, 000 


There was therefore an excess of Expenditure over 
Revenue of £1,432,399,000. 

The above figures did not include any revenue from 
the proposed Purchase Tax. The Inland Revenue figure 
was based on Excess Profits Tax at 60 per cent. : the 
rate of Excess Profits Tax was raised by the linance 
Act, 1940, to 100 per cent., but the resulting additional 
yield will not be received by the Exchequer, except to 
a very minor degree, until 1941-42. 

It is too early to attempt to revise the estimates of 
Revenue for the year on the basis of existing taxation ; 
but any variations in the above estimates would have 
been very small in comparison with the deficit of £1,432 
millions. 

On the expenditure side it is unlikely that there will 
be any material change in the items other than Votes 
of Credit. 

As regards Votes of Credit the provisional round 
figure of £2,000 millions taken in the April Budget 
will be greatly exceeded. During the four weeks ended 
July 20, 1940, the average rate of expenditure from the 
Vote of Credit was about £57 millions a week. Although 
the margin of error must in present conditions be large, 
the provisional round figure for the current year may be 
of the order of £2,800 millions. 

On this basis the estimated excess of Expenditure 
over Revenue will be in the region of £2,200 millions. 
Part of this gap—how much it is impossible to say— 
will be filled by the use of external resources available 
for purchases overseas and by the growth here of overseas 
balances and short-term investments, the rest requiring 
to be filled by new taxation and domestic saving. 

In view of the large prospective increase in the excess 
of Expenditure over the Revenue for the year, increases 
of taxation are proposed, details of which are given 
herewith. The estimated effect of the proposals is to 


increase the Revenue provided for in the April Budget by 

£125,800,000 in 1940-41 and by £239, 150,000 in a full year. 
As a result of these changes in taxation the revised 

estimate of Revenue for the year 1940-41 is :— 


£ 
Inland Revenue 769,600,000 
Customs and Excise 522,900,000 
Other Revenue 67,691,000 
1,360, 191,000 


Proposed Changes in Taxation 
INLAND REVENUE 
Income lax 

It is proposed to raise the standard rate of tax from 
7s. 6d. to 8s. 6d. in the /, and to raise the reduced rate 
on the first £165 of taxable income from 3s. 9d. to 5s. 
in the £. 

It is proposed to grant relief from tax at standard rate 
to certain income of Life Assurance Companies, and to 
restrict the relief in respect of life assurance premiums 
to rates corresponding to a standard rate of 7s. in the /. 


Sur-tax 
It is proposed to alter the existing scale of rates as 
follows, viz. : 


Tax chargeable on every Existing Proposed 

£ of income. rates. rates 

Z t S. d. S. d 

from 2,001 to 2,500 i 3s 2 0 
2,501 to 3,000 1 6 s 2 

3,001 to 4,000 2 6 3 @ 

4,001 to 5,000 3.6 4 3 
5,001 to 6,000 4 3 § 0 

6,001 to 8,000 5 O 5 9 

8,001 to 10,000 6 3s 7 0 
10,001 to 15,000 7 6 8 3 
15,001 to 20,000 8 6 9 0 

,, 20,001 to 30,000 9 0 9 6 
above 30,000... re 9 6 9 6 


K:state Duty— 

It is proposed to increase the rates of Estate Duty 
in the case of estates exceeding £10,000. 

A table showing the existing rates of duty and the 
rates now proposed appears below. 
Income Tax, National Defence Contribution and Excess 

Profits Tax— 

It is proposed to restrict the deduction to be made 
in respect of certain payments. + 
Excess Profits Tax—- 

It is proposed to make special provision as to the 
standard profits of certain trades and businesses. 

CUSTOMS AND EXCISE 

Increases are proposed in the duties on beer, ery 
tobacco and snuff. The increases operate from July 24, 
1940. 

Purchase Tax.—It is proposed to introduce a tax © 
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be levied on the purchase of certain specified goods 
from registered dealers (generally wholesalers) by un- 
registered persons (generally retailers). 
be at the rate of one-third of the wholesale value of 
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The tax will 


some of the goods so specified, and at one-sixth of the 
wholesale value of the remainder. 
of the tax will be specified by Treasury Order subject to 
approval by Resolution of the House of Commons. 


ESTATE DUTY 


Table showing the existing rates of duty and the rates now proposed. 
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| Ps Xa 
: Z aS: 
ae Te a, fg ee 


The date of operation 


Net Capital Value of 


Existing Rates 


Proposed Rates 


| | 
Net Capital Value of | Existing Kates | Proposed Rates 


Total Estate. of Duty. of Duty. I Total Estate. of Duty. of Duty. 
' | eats aes a +) SSeS 5 
not 1] not 
exceeding exceeding Per cent. Per cent. exceeding exceeding Per cent. Per cent. 
/ f f £ 
100 500 ] l | 75,000 85,000 21-6 23-4 
500 1,000 2 2 | | 85,000 100,000 22-8 24:7 
1,000 5,000 3 3 | 100,000 120,000 24 26 
5,000 10,000 4 4 1 120,000 150,000 26-4 28-6 é 
10,000 12,500 5-5 6 | 150,000 200,000 28-8 31-2 ;: 
12,500 15,000 6-6 7:2 ‘| 200,000 250,000 31-2 33-8 
15,000 18,000 7:7 8-4 | 250,000 300,000 33-6 36-4 
18,000 21,000 8-8 9-6 300,000 400,000 36 39 
21,000 25,000 9-9 10-8 400,000 500,000 38-4 41-6 
25,000 30,000 11 12 | 500,000 600,000 40-8 44-2 
30,000 35,000 12-1 13-2 || 600,000 800,000 43-2 46-8 
35,000 40,000 13-2 14-4 1 800,000 1,000,000 45-6 49-4 
40,000 45,000 14-3 15-6 ‘| 1,000,000 — 1,250,000 48 52 
45,000 50,000 15-4 16:8 | 1,250,000 — 1,500,000 50-4 54-6 
50,000 55,000 18 19-5 | 1,500,000 2,000,000 54 58-5 
55,000 65,000 19-2 20-8 ] 2,000,000 60 65 
65,900 75,000 20-4 22:1 | 
INCOME TAX 
*Amount of income tax (and sur-tax if any) on specimen earned incomes. 
SINGLE PERSONS MARRIED COUPLES WITHOUT CHILDREN 
Charge under | | | Charge under | | 
Total | Pre-war Budget | Existing Charge | Proposed Total  Pre-war Budget | Existing Charge | Proposed 
Income | (Finance Act, (Finance Act, | Charge. Income (Finance Act, (Finance Act, | Charge. 
1939). 1940). 1939). 1940). 
£ £ s. d. ‘ s. 4. | f s. d £ f s. @. ‘ is .@ 
125 | 015 7 1 010 225 3 5 7 476 
130 | 0 6 8 ii 3B 2 1 8 250 113 4 739 911 8 
140 1 0 O - a 43 4 300 5 0 OO 15 0 O 20 0 0 
150 113 4 413 9 6 5 OU 350 | 8 6 8 22 16 3 30 8 4 
170 | 3 0 @ 716 3 10 8 4 400 12 12 6 30 12 6 40 16 8 
200 | § 0 0 | 12 10 O 1613 4 500 34 12 6 61 11 3 75 19 2 
225 613 4 | 1668 #1 2117 6 600 56 12 6 92 16 3 ita mz 
250 8 6 8 | 20 6 3 a hUuitlCU8 700 78 12 6 124 1 3 146 15 10 
300 12 12 6 28 2 6 37 10 O 800 100 12 6 155 6 3 182 4 2 
350 23 12 6 40 18 9 52 11 8 900 if 6 186 11 3 217 12 6 
400 | 34 12 6 56 11 3 70 5 10 1,000 144 12 6 217 16 3 253 0 10 
500 | 56 12 6 87 16 3 105 14 2 1,250 | 199 12 6 295 18 9 341 11 8 
600 | 78 12 6 119 1 3 141 2 6 1,500 254 12 6 374 1 3 430 2 6 
700 100 12 6 150 6 3 176 10 10 2,000 | 392 2 6 561 11 3 642 12 6 
800 122 12 6 181 11 3 211 19 2 2,500 | 558 7 6 780 6 3 905 2 6 
S00 | 144 12 6 212 16 3 247 7 6 3,000 | 731 16 3 1005 6 3 1173 17 6 
1,000 | 166 12 6 244 1 ¢ 282 15 10 4,000 1,121 16 3 1505 6 3 1,761 7 6 
1,250 221 12 6 322 3 9 371 6 8 5,000 1569 6 3 2055 6 3 | 2,398 17 6 
1,500 | 276 12 6 400 6 & 459 17 6 6,000 2,045 11 3 2,642 16 3 3,073 17 6 
2,000 | 414 2 6 | 587 16 3 672 7 6 7,000 2,550 11 3 3,267 16 3 3,786 7 6 
2,500 | 580 7 6 | 806 11 3 934 17 6 8,000 3,055 ll 3 3,892 16 3 4,498 17 6 
3,000 753 16 3 | 1,031 11 3 1,203 12 6 9,000 3,630 11 3 4,580 6 3 5,273 17 6 
4,000 1143 16 3 | 1,531 11 3 1,791 2 6 10,000 4,205 11 3 5,267 16 3 6,048 17 6 
5,000 1,591 6 3 | 2,081 11 3 2,428 12 6 15,000 7,230 11 3 9,017 16 3 10,236 7 6 
6,000 2,067 11 3 | 2,669 1 3 3,103 12 6 20,000 10,405 11 3 13,017 16 3 14,611 7 6 
7,000 | 2,572 11 3 3,294 1 3 3,816 2 6 25,000 13,730 11 3 17,142 16 3 19,111 7 6 
8,900 3,077 11 3 3,919 1 3 4,528 12 6 30,000 | 17,055 11 3 21,267 16 3 23,611 7 6 
9,000 3,652 11 3 4,606 ll 3 5,303 12 6 40,000 24,005 11 3 29,767 16 3 32,611 7 6 
10,000 4,227 11 3 5,294 1 3 | 6,078 12 6 50,000 30,955 11 3 38,267 16 3 41,611 7 6 
15,000 7208 11 3 9,044 1 3 10,266 2 6 100,000 67,205 11 3 80,767 16 3 86,611 7 6 
20,000 10,427 11 3 13,044 1 3 14,641 2 6 150,000 | 103,455 11) 3 123,267 16 3 131,611 7 6 
25,000 | 13,752 11 3 17,169 1 3 19,141 2 6 
— 17,077 11 3 21,294 1 3 23,641 2 6 
a anaee + : an ; rye ; 2 *The tables show the tax payable after deduction « ee 
100,000 67,227 11 3 80,794 1 3 86,641 2 6 personal allowance and earned income relief. The taxpayer, 
150,000 103,477 11 3 123.294 1 3 131,641 2 6 however, may be entitled to further reliefs which would 


reduce the tax payable below the amounts shown in the Table 
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MARRIED COUPLES WITH ONE CHILD MARRIED COUPLES WITH TWo CHILDREN 
Charge under Charge under 
Total | Pre-war Budget | Existing Charge Proposed Total Pre-war Budget Existing Charge Proposed 
Income (Finance Act, (Finance Act, Charge Income (Finance Act, (Finance Act, Charge. 
1939). 1940). 1939). 1940). 
é f s.d f s. d. , #8. 2. £ £{ sa f s. 4. ce «a. 
300 § 12 6 710 O 350 41 3 $3 8 ¢ 
350 3 6 8 13 8 9 17 18 4 400 113 4 1117 6 15 16 8 
400 613 4 215 90 28 6 8 500 8 6 8 27 10 0 36 13 4 
500 18 2 6 42 16 3 54 14 2 600 2312 6 55 6 3 : 
600 40 2 6 74 1 3 90 2 6 ye dls = Ss ir 6 
700 62 2 6 105 6 3 125 10 10 700 45 12 6 86 11 3 104 5 10 
800) 84 2 6 136 11 3 160 19 2 800 67 12 6 117 16 3 139 14 2 
900 106 2 6 167 16 3 196 7 6 900 89 12 6 149 1 3 175 2 6 
1,000 128 2 6 199 | 3 231 15 10 1,000 111 12 6 180 6 3 210 10 10 
1,250 183 2 6 z77 3 9 320 6 8 1,250 166 12 6 258 8 9 299 1 8 
1,500 238 2 6 355 6 3 408 17 6 1,500 233 12 «6 336 11 3 387 12 6 
2,000 375 12 6 542 16 3 621 7 6 2,000 359 2 6 534-1 3 600 2 6 
2,500 541 17 6 761 11 3 883 17 6 2,500 S35 7 6 742 16 3 862 12 6 
3,000 715 6 3 986 11 3 1.3132 12 («6 3,000 698 16 3 967 16 3 1131 7 6 
4,000 1105 6 3 1486 11 3 1,740 2 6 4,000 1,088 16 3 1,467 16 3 1,718 17 6 
5,000 1,552 16 3 2,036 11 3 2,377 12 6 5,000 1536 6 3 2017 16 3 2,356 7 6 
6,000 2,029 1 3 | 2,624 1 3 3,052 12 6 6,000 2,012 11 3 2605 6 3 3,031 7 6 
7,000 25ua 1 38 3,249 1 3 3,765 2 6 7,000 2517 11 3 3,230 6 3 3,743 17 6 
8,000 3,039 1 3 3,874 1 3 4,477 12 6 8,000 3,022 11 3 3,855 6 3 4,456 7 6 
9,000 3,614 1 3 4,561 1l 3 5,252 12 6 9,000 3,597 11 3 4,542 16 3 §.231 76 
10,000 4,189 | 3 5,249 1 3 6,027 12 6 10,000 4,172 11 3 5,230 6 & 6,006 7 6 
15,000 7208 2 2 8999 1 3 10,215 2 6 15,000 7,197 11 3 8,980 6 3 10,193 17 6 
20,000 10,389 1 3 12,999 1 3 14,590 2 6 20,000 10,372 11 3 12980 6 3 14,568 17 6 
25,000 13,714 1 3 7,324 t 3 19,090 2 6 25,000 13,697 11 3 17,105 6 3 | 19,068 17 6 
30,000 17,039 1 3 21,249 1 3 23,590 2 6 30,000 | 17,022 11 3 21,230 6 3 23,568 17 6 
40,000 23,989 1 3 29,749 1 3 32,590 2 6 40,000 | 23,972 11 3 29,730 6 3 32,568 71 6 
50,000 , 30,939 1 3 38,249 1 3 41,590 2 6 50,000 30,922 11 3 38,230 6 3 | 41,568 17 6 
100,000 67,189 1 3 80,749 1 3 86,590 2 6 100,000 67,172 11 3 80,730 6 3 86,568 17 6 
150,000 103,439 1 3 (123,249 1 3 131,599 2 6 150,000 | 103,422 11 3 (123,230 6 3 = 131,568 17 6 


E.P.T.—Interconnected Companies 


Seldom has taxation legislation been _ better 
designed to produce headaches than that in the 
Finance Act, 1940, which deals with E.P.T. and inter- 
connected companies. Space permits of only an 
outline of the complicated provisions in this article. 

To constitute any particular company * a “ sub- 
sidiary company,” at least 90 per cent. of the ordinary 
share capital must be owned, directly or indirectly, 
by the principal company (applying the same method 
of calculation as for N.D.C.).. A company which is 
not a subsidiary of any other company resident in 
the United Kingdom is the principal company and 
it and its subsidiary companies are termed a “ group 
of companies.’’ A group is deemed to be the same 
group so long as the same company is its principal 
company. 

Assessments will be made on the principal company 
in respect of the whole group, but it and each sub- 
sidiary is jointly and severally liable for that sub- 
sidiary’s tax. Moreover, unless the principal com- 
pany objects, one assessment for the whole group 
may be made, without prejudice to the rights of the 
Crown to assess each company. The principal com- 
pany is given the right of recovery from subsidiaries, 
and where deficiencies of some are set against excesses 
of others, the incidence must be adjusted between the 


*In what follows, the term ‘‘company”’ is used in 
preference to the more comprehensive term “‘ body corporate” 
employed in the Act. 


members of the group. Since the new legislation is 
retrospective, any tax already paid is deemed to 
have been paid on account, and appropriate adjust- 
ments will be made. 

A company which, although a member of the 
group in the chargeable accounting period, was not, 
during the standard period of the group, a member 
of that or of any other group having a substantial 
degree of connection or continuity with it, is termed 
a “‘ new subsidiary.” 

So long as at least one member of the group was 
carrying on business on July 1, 1936, the principal 
company is to select a standard period for the group, 
according to the ordinary rules. Once this period 
has been selected, however, it operates once and for 
all for the “‘ relevant period,”’ 7.e., for so long as the 
composition of the group remains unchanged, or Is 
changed only by the loss or addition of a “ new sub- 
sidiary.”’ The standard profits of the group are found 
by aggregating the profits and losses of the members 
of the group (excluding new subsidiaries). If the 
standard period is two years, the standard profits 
are half the aggregate. The provisions for adjusting 
the incidence of the tax make it necessary for the 
excess profits or deficiency of each member of the 
group to be computed. To achieve this, it is provided 
that a subsidiary with a loss in the standard period 
has a negative standard, and that if there is also 4 
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loss in the chargeable accounting period, the losses 
must be compared 


Illustration. 
Group of Companies 

Chargeable 

Standard Accounting 
Period Period Excess or 
Profit or Loss Profit or Loss Deficiency 

f f / 

Company A ... - 15,000 + 20,000 » 5,000 
‘ x... 3,000 — 1,000 — 4,000 
Se ssc — 2,000 » 6,000 » 8,000 
P<: - 5,000 — 2,000 - 3,000 
ee — 1,000 — $3,000 — 2,000 


10,000 + 20,000 + 10,000 


The group has an excess, subject to capital adjust- 
ments, of £10,000, spread over the members as shown. 

At first sight, this might appear to be inequitable, 
but on reflection it will be seen that the group is 
placed in the same position as an individual carrying 
on several businesses. Care will be necessary, how- 
ever, in subsequent vears, to adjust the incidence, 
having regard to the fact that deficiencies have been 
set off against excesses of other members of the 
group in the same accounting period. Illustrations 
of this will be given in a future article in 
ACCOUNTANCY. 

One peculiar case may be illustrated here :— 


Standard Excess or 

Period CAP. Deficiency 

Company A ... » 15,000 + 13,000 — 2,000 
es kes - 20,000 + 17,000 — 3,000 
eee + 19,000 + 18,000 — 1,000 

_— — 21,000 — 9,000 + 12,000 

33,000 + 39,000 + 6,000 


The D company, although it still has a debit 
balance, has reduced its losses and will be regarded 
as having an excess profit. No doubt this result was 
intended, for it may prevent avoidance of E.P.T. 
by inter-company “ switches”’ of profit. It may, 
however, give rise to hardships. If a member of the 
group was not in existence in the standard period, its 
standard profit is m7 (subject to adjustment for 
increase or decrease in capital—+.e., it has a capital 
standard). 

A new subsidiary’s standard profits are ascertained 
on its own merits, 7.¢., if it was carrying on business 
on July 1, 1936, by reference to the standard period, 
otherwise a capital standard. If a new subsidiary 
made a loss in the standard period, its standard profit 
will be an equivalent negative amount. A new sub- 
sidiary cannot select the minimum standard. Where 
none of the group was carrying on business on July 1, 
1936, each will have a capital standard. 

In the case of any group, the principal company may 
elect that the standard profits of every member of the 
group shall be ascertained by reference to the 
minimum standard (£1,000, or if the principal com- 
pany is director controlled, £1,500 per working 
proprietor, or up to £2,500 per working proprietor 
in appropriate conditions). The word “ every ” here 
seems to be used to make it clear that new sub- 
sidiaries will be included, not that each subsidiary 


will have the minimum, since provision is made for 
the apportionment of the minimum. This is fair, 
when the position of an individual with several 
businesses is compared. The election can be revoked 
at any date and takes effect immediately. The 
position regarding a substituted standard will be 
dealt with in a later article. 

Negative capital may arise in a similar way to 
negative profits. The provisions directing that 
certain payments passing between inter-connected 
companies are to be disregarded, apply only if the 
Commissioners so direct, and in the absence of such 
a direction any investment affected will be included 
in capital. Similarly, inter-company debts bearing 
no interest will be left out only if the Commissioners 
so direct. 

Dividends received by a member of the group 
from share capital held in other members must be 
left out of account in computing profits, and the 
holding must be omitted from capital, without 
affecting borrowed money or interest thereon. 

Where the value of the investments of one member 
of a group exceeds its borrowed money, the excess 
must be set against any borrowed money of the 
principal company in excess of its investments, and 
any excess remaining be set against excess borrowed 
money of another member of the group, and so on. 
The effect is to compare the investments of the group 
with the borrowed money of the group. 

We hope in future articles to deal in detail with 
various aspects which in this article have merely been 
outlined. 


REGISTRATION FOR MILITARY SERVICE 


Each member of the Society who registers for 
military service should be particularly careful to 
describe himself as an Incorporated Accountant, 
adding the description of his present position. 

For example :- 

(1) Incorporated Accountant in public practice. 

(2) Incorporated Accountant, Audit Assistant with 
Dh cain a <evascginaies , Chartered Accountants, 
Incorporated Accountants. 

(3) Incorporated Accountant, engaged as Accountant 
to the Ministry of.................. 

A member not in practice should take with him a 
letter from his employers indicating that he is an 
Incorporated Accountant and stating his present position. 

Those who are on the staff of a firm of practising 
accountants and who do not hold a professional qualifica- 
tion should register as Audit Assistants and should 
state the total period of their experience in this capacity. 
A certificate from the firm of the total period of 
experience as an Audit Assistant should be furnished at 
the time of registration. 


THE SECURITY ORDERS 


The Treasury has issued “Further Instructions to 
Kegistrars’’ under the Orders regulating the transfer of 
securities. Additions are made to the categories of 
persons authorised to sign the declarations and certifi- 
cates required, and there are further explanations in 
connection with transfers to or by personal representa- 
tives or trustees. 

Copies of these, and of the original Instructions 
summarised on p. 250 of our June issue, can be obtained 
on application from Incorporated Accountants’ Hall. 
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Accounting for A.R.P. Stores 


By A CORRESPONDENT 


A few local authorities had set up adequate records 
of civil defence equipment before September, 1939 ; 
some had scarcely begun when the activity of the 
early days of war reduced their rudimentary efforts 
to confusion ; others have only recently tackled the 
problem. The subject warrants the closest attention 


of the chief financial officer, particularly because he ° 


must certify the half-yearly returns of equipment. 
To judge from some of the forms which are on the 
market, the peculiar features of civil defence stores 
are still not generally appreciated. 

An average town will have as many as a thousand 
different items of stores and equipment, many of 
them of considerable value. The equipment is 
necessarily dispersed over the area and must be 
continuously available for emergency use ; some of *t 
may be kept at the homes of volunteers. 

The stores fall into two main classes :— 

(a) Stores provided by and belonging to the Government. 
These stores are supplied from Government depots or 
contractors, or are purchased by the local authority on 
Government account. They must be used in accordance 
with Government instructions, the local authority 
making good any shortages resulting from failure to 
comply. ; 

(b) Stores provided by and belonging to the local 
authority.—These are stores which the local authority 
purchases and on which the ordinary percentage grant 
is paid, but which belong to the authority. Examples 
are whistles, handbells, wardens’ suits and A.F-.S. 
uniforms. The local authority has not to account so 
strictly to the Government for these stores, but the 
book-keeping system will, nevertheless, be scrutinised 
by the District Auditor, who has to certify the grant 
claimed. 

This article deals specifically with class (a), the 
Government stores. The same principles, with obvious 
modifications, will be easily applied to class (4). 

Civil defence stores present three novel features 
to the accountant. First, most of the equipment is 
furnished free of charge. The record of stores 
received must be built up from the advice notes of 
Government departments, and there is no automatic 
check through the payment of invoices, nor can 
there be a control account in the financial ledger. 
In the absence of such a control there is complete 
dependence on what are, in effect, memorandum 
records. Second, the Government require a_half- 
yearly return of stores and equipment “ on charge,” 
meaning all materials supplied to the local authority 
which have not been consumed or written off. The 
quantity of materials on charge is the amount in the 
stores, plus that which is at the various posts 
or is in use. Third, the equipment is handled, 
and in some instances held, by persons who are 
not the authority’s servants, who frequently have 
had little experience of clerical work, and who are 
subject to only limited control by the officials of the 
authority. 


Experience in a large authority where a fairly 
complete system has operated for some months 
has proved that a workable system can readily be 
devised providing certain fundamental points are 
borne in mind. For Government stores certain 
guiding principles have been laid down in the Air 
Raid Precautions (Storage and Loan of Equipment) 
Regulations, 1940 (Provisional S.R. & O. No. 1940 
236) and in Care and Custody of Equipment (A.R.P. 
Memorandum No. 15). The memorandum extends to 
48 pages and details requirements regarding records 
and accounting, in addition to explaining the proper 
storage of equipment. The regulations aim to ensure 
that equipment is accounted for and conserved. 
Briefly, stores must only be used and distributed in 
accordance with the Ministry’s instructions, due care 
being taken in storage, use and maintenance. Equip- 
ment which deteriorates with keeping (generally 
medical stores) should be used by the local authority 
and replaced. Inspections should be made at suit- 
able intervals, and stock should be taken at intervals 
of not more than six months. 

The regulations also provide that a record must be 
kept of stores received, issued to the services, con- 
sumed, transferred to other authorities, returned to 
the Ministry as defective, or used by the authority 
for its own purposes and replaced. The regulations 
are comprehensive, embracing all the civil defence 
services, though several different Government de- 
partments are concerned. Civil defence is apparently 
teaching the Government departments something 
about co-ordination—it is to be hoped that the 
lesson will be taken to heart in other directions. 

The records required are :— 

(a) An‘‘oncharge”’ ledger. This focusses the position. 
It shows the quantity of each class of equipment for 
which the authority is accountable. It is a type of 
record unfamiliar to municipal accountants. The 
following suggested arrangement of columns is more 
complete than that set out in Memorandum No. 15 :— 

Date 
On Charge 
Voucher No. 
Received Book ko, 
Quantity 
Received from Government 
Transfers from other Services 
Other Sources 
Off Charge 
Keference 
Quantity 
Returned to Government 
Transfers to other Services 
Consumed 
Lost, Destroyed, ete. 
kkemarks 
Balance on Charge 


Verified with Inventories 
Date 
Initials 
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A separate ‘“‘on charge’’ ledger is not essential ; 
alternatively, extra columns might be provided in the 
stores ledger, which would then serve a dual purpose. 
A separate ledger is, however, recommended so as to 
meet the obvious desire of the Ministry that a controlling 
record should be kept by the chief financial officer. 
To this end he must make sure that the arrangements for 
supplying him with advices and consignment notes 
from Government departments are water-tight, other- 
wise the ledger would be valueless as a controlling record. 

(b) Stores ledgers. These would be designed on orthodox 
lines, and would be supported by the usual subsidiary 
records, quantities only being shown. The _ ledgers 
would control equipment at central stores, but not 
equipment at action stations or posts. 

(c) A system of inventories. There should be an 
inventory at each action station and post where equip- 
ment is kept, including public trenches, and controlling 
inventories at the headquarters of the services con- 
cerned. Inventories would be entered up from copies 
of the stores issue notes and from special vouchers in 
the case of goods consumed or transferred. These 
special vouchers must be properly authenticated and 
preserved, for they form the prime record from which 
the certificate of goods consumed prescribed in the 
memorandum will be compiled. The forms for the 
inventories must allow for frequent transfers of equip- 
ment, e.g., between different wardens’ posts. In the 
case of medical stores, it is not necessary to make entries 
in the inventories or the stores ledger when the local 
authority uses and replaces the materials. If replace- 
ments are carried out in bulk at stated intervals, all 
that is required is a separate memorandum recording 
the facts. Circular No. 75/1940, dated April 26, 1940, 
sets out the equipment which may be left in the personal 
custody of members of the services, i.e., steel helmets 
and respirators. Receipts must be obtained embodying 
an undertaking to make good, according to a scale of 
charges, preventable loss or damage. 

The stores ledger will be kept either by the heads 
of the services concerned, or by the accounting 
officer, in accordance with the usual practice of the 
authority, and may or may not be supplemented by a 
stores ledger kept at the stores by the storekeeper. 
If a continuous stocktaking by an independent 
person is in operation there would appear to be little 
advantage in the storekeeper keeping a duplicate 
stores ledger, however simplified. 

The stores should be grouped in accordance with 
the divisions adopted by the Government depart- 
ments—-Fire, Medical Stores, Police and General 
Stores—though this grouping may cut across the local 
departmental grouping which might otherwise be 
adopted. The records must be as simple as possible, 
as they may be kept partly by volunteers. If they 
fall into arrears they are practically useless. Many 
complications can be avoided by the use of such 
devices as training boxes in the Emergency Medical 
ervice, thus avoiding the need to keep open the 
main stores and equipment at any post. Though 
Memorandum No. 15 contemplates half-yearly stock- 
taking, continuous stocktaking will often be prefer- 
able. The stock of all items should be taken at least 
once during the six months, but equipment in public 
trenches and similar places will need more frequent 
Inspection. 

Respirators supplied to the public are a_ special 
case. Records of the original issues as made by the 
Wardens vary in completeness and accuracy, but in 
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any case are of limited value as it is not practicable 
to keep track of population movements. Stocks of 
respirators on hand should be brought into the stores 
accounts and issues and receipts from stores should 
be regulated and recorded in the usual way. 
Respirators are the property of the Government and 
are not sold. Charges are, however, made for replace- 
ments in accordance with a Circular dated March 14, 
1940, No. 47/1540. The receipting system for charges 
made for replacements should be linked with the 
corresponding issues from stores. 


NATIONAL SAVINGS 


The President of the Society of Incorporated 
Accountants has asked us to publish the following 
letter which he has received from Sir Robert Kindersley, 
G.B.E., President of the National Savings Committee, 
and to commend it to the notice of all Incorporated 
Accountants : 

Westminster, 5.W.1. 
July 25, 1940. 

Dear Sir, The National Savings Committee having 
been asked by the Chancellor of the Exchequer to 
organise a campaign to promote the sale of National 
War Bonds, | am writing as its President, to enlist 
your help. 

You will appreciate that it is of the utmost importance 
that the system of ‘ continuous borrowing "’ now intro- 
duced by this unlimited issue of 2} per cent. National 
War Bonds (“on Tap’) should prove successful as a 
method of financing the War. 

The small investor is being successfully trained to 
restrict expenditure and lend to the State by investing 
in Defence Bonds and Savings Certificates, or by 
depositing his money in the Savings Banks week by week. 
It is equally important that those who are better off 
and those who are in control of the funds of Institutions 
and Companies should inv. .t all available funds in 
National War Bonds at the earliest opportunity. 

The main purpose of continuous borrowing may be 
said to be the transference of spending power from the 
individual to the State in order to release ‘‘ goods and 
services "’ for war purposes and thus to avoid a tendency 
to inflation. This may be thought to be effected if 
money is lying on “ Deposit "’ and is consequently at 
the disposal of the Government through various channels. 
But it must be borne in mind that this is definitely 
‘short term ’’ money and by no means as valuable as 
it would be if lent to the Government for a period of 
seven years through investment in National War Bonds. 

I know that the members of the Society of Incor 
porated Accountants and Auditors have a widespread 
influence and that they are in a position by virtue of 
their special knowledge to bring home to their clients 
the essential facts of the present financial situation 

Yours faithfully, 
Kk. M. Kindersley, 
President 

An Order provides that employers in the building, 
civil engineering and general engineering industries 
may not engage employees except through a Labour 
exchange. It has now been explained that the Order 
does not apply to managers, salesmen or clerks in these 
industries, but does apply to costing clerks, progress 
clerks and draughtsmen. The only circumstance in 
which an employee in one of these last three categories 
may be engaged otherwise than through a Labour 
exchange is where an agreement for the filling of 
vacancies exists with a Trade Union, 
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Recent Tax Cases 


By W. B. COWCHER, 0O.B.E., B.Litt., Barrister-at-Law 


Income Tax—Deduction —-Difference between lease rent 
for vacated premises and rent rvecewed on sub-lettung— 
Schedule D, Cases I and I1, Rule 3 (a). 

In //yett v. Lennard (K.B.D., May 3, 1940, T.k. 279), 
respondent, for the purposes of his multiple shop 
business, took an assignment of the lease of a shop for 
a term of 35 years at a rent of £3,500 p.a. After five 
years he closed down the business there owing to losses, 
but continued to trade in his other shops. In the same 
month he demised the premises on under-lease for the 
remainder of his term less five days, but at a rent of 
only £2,500. The Special Commissioners allowed the 
difference of £1,000 per annym as a trade expense, and 
the Court upheld their decision. 

Macnaghten, J., was unable to distinguish the case 
in principle from Commissioners of Inland Revenue v. 
Falkirk Iron Co., Ltd. (1933, 17 T.C. 625). There the 
company had sub-let portions of the premises, but not 
the whole of them, and, what is more, the period of the 
lease during which the company were not using them 
at all was less than three years as against the 28} years 
in the present case. His lordship found that this did 
not differentiate the two cases. He thought that if the 
respondent had left the premises vacant he could have 
continued to deduct the £3,500 during the whole term of 
the lease and so could not lose this right by subletting 
at a smaller sum. He refuted the suggestion that his 
decision was inconsistent with the decision given by 
him in Union Cold Storage Co., Ltd. v. Ellerker (1939, 
22 T.C. 547). There the payment did not arise out of 
any contract made by the company for the purpose of 
its business but out of an agreement with the L.ML.S. 
Railway Company for the surrender of the lease. 
Income Tax—Insurance receipt—kmployers’ Liability 
policy—Payment of lump sum to employer for death of 
employee—Whether a revenue receipt. 

In Murphy v. Thomas E. Gray & Co., Ltd. (KK.B.D., 
May 3, 1940, T.R. 275) a question arose out of an 
accident insurance policy taken out in respect of em- 
ployees excluded from the Workmen’s Compensation 
Acts. It was not necessary that the accident giving 
rise to a claim should arise in the course of the employ- 
ment. The works manager of the company met with a 
fatal accident, and 4937 10s. was paid to the company. 
The Commissioners had held that the sum was not a 
trading receipt of the company, but, on the other 
hand, that moneys paid to the widow by the company 
could not be debited. The Court reversed the first 
finding, whilst the cross-appeal on the second point 
was not argued. 

Macnaghten, J., in his judgment, rejected the argu- 
ment that the Commissioners’ decision was a finding 
of fact, holding that whether a sum was capital or income 
was a question of law. The policy provided for payment 
of weekly sums in case of temporary disablement ; and 
he held that such sums received to compensate for 
payments of wages could not possibly be regarded as 
on capital account. He was unable to make any 
distinction between such weekly payments and the 
lump sums payable under the policy in respect of 
death or permanent disablement. 

_ The case is one which will be useful. But it must be 
“remembered that the company had an insurable interest. 


Income 1lax-—Charities—Copyright royalties assigned to 
trustees on eight trusts, one charitable operating after seven 
non-charitable—Sums paid to charities before  non- 
charitable trusts fulfilled—Whether these sums exempt 
Whether copyright royalties are ‘‘ annual payments” 
Income Tax Act, 1918, Section 37 (1) (b). 

Lawrence v. Commissioners of Inland Revenue (K.B.D., 
May 2, 1940, T.R. 271) concerned the estate of the late 
T. E. Lawrence. By the will his brother, Mr. A. W. 
Lawrence, received the whole of the residuary estate, 
including the copyright of ‘‘ The Seven Pillars of 
Wisdom.”” By agreement dated June 3, 1935, the 
executors entered into a contract with Jonathan Cape, 
Ltd., whereby in consideration of royalties an exclusive 
licence was given to publish in all countries except the 
U.S.A., and on October 25, 1935, the executors assented 
to the vesting of the copyright in the brother. Upon 
March 18, 1938, by a deed of assignment and declaration 
of trust the latter assigned to ‘‘ The Seven Pillars of 
Wisdom Trust,’’ the appellants, the benefit of the 
Jonathan Cape agreement to be held by them upon 
eight trusts. Seven of these were non-charitable, but 
the eighth was a trust for charitable purposes, and was 
in respect of the balance, if any, of the income after the 
obligations of the other trusts had been discharged. 
The royalties payable to the trust were subject to an 
agreement whereby 10 per cent. was payable to a literary 
agent, so that only 90 per cent. was paid to the appel- 
lants. 

The Trustees, before discharging all their obligations 
on the other trusts, made certain payments to charities 
and in respect of these claimed relief. 

The question depended upon Section 37 (1) (6) of the 
Income Tax Act, 1918, whereunder exemption is granted 
in respect of “any yearly interest or other annual 
payment forming part of the income of any . . . trust 
established for charitable purposes only . . . which are 
applicable to charitable purposes only and so far as the 
same are applied to charitable purposes only.” The 
Crown took two points, first, that the terms of the 
exemption were not complied with, and, secondly, that 
copyright royalties assessable under Case VI are not 
“annual payments ”’ within Section 37 (1) (5). 

Upon the first point the facts were clearly against the 
appellants ; and it is difficult to see how the non- 
obligatory charitable payments could be argued as being 
within the exemption. The post hoc ergo proper hoc 
argument for the trustees was rejected by the Judge; 
and this disposed of the case. The second point, 
therefore, became academic; but, by invitation, he 
expressed his opinion upon it. He held that the words 
‘an ual payments,’’ despite the fact that copyright 
royalties are not ‘‘ annual payments’ within Rule 19 
of the General Rules and other sections of the 1918 Act, 
have no special meaning. He also rejected as artificial 
an argument that an ‘‘ annual payment ”’ could not be 
one subject, as here, to a deduction for expenses. He 
held that when the trustees had discharged the whole ot 
their non-charitable obligations, or had set apart sufi- 
cient for this purpose, then, and not until then, would 
they be entitled to the exemption in respect of the 


royalty payments. 


ee Po 

4 

| fe 

F cassaegitidanasieaaabiennimabataiiiin 

ee 
3 
i 
t 
b 
t 
W 
b 
m 
w 
F 
b 
pe 
Se 
ar 
m; 
de 
m: 
thi 
ad 
sul 
cas 
Ac 
8s. 
but 
tha 
by 
the 

Pe dat 


August, 1940 


Income Tax—Schedule D—Deductions—Mills, factories, 
etc.—Finance Act, 1937, Section 15 (5). 


Boarland v. Pirie, Appleton & Co., Lid., Stemco, Ltd. 
v. Hyett, and Stemco v. C.I.R. (Court of Appeal, July 1, 
1940, T.R. 407), were noted in our March, 1940, issue. 

Without calling upon the Crown, the Court approved 
and adopted the judgment of Wrottesley, J. 


Income Tax—Schedule D—Carry-forward of loss— 
Meaning of “‘ six following years of assessment '’—Finance 
Act, 1926, Section 33. 

Harling v. Celynen Collieries Workmen's Institute 
(Court of Appeal, July 2, 1940, T.R. 409) was noted in 
our May, 1940, issue. Mr. Justice Lawrence had held, 
contrary to the existing practice, that the six years were 
exclusive of the year of assessment following the loss, 
so that there could be effective relief for six instead of 
only five years. 

The Court of Appeal was unanimous in reversing this 
decision, Scott, L.J., who alone gave judgment, holding 
that the judgment appealed against depended upon the 
tacit introduction into the language of Section 33 (1) 
of words which are not there. The Crown had argued 
from other provisions in the Income Tax Acts that the 
Section was to be read as a whole, and “‘also referred 
us to a Section of the Act of 1932 ’’—obviously Section 
19—but Scott, L.J., did not consider the former argu- 
ment truly relevant or that the second called for dis- 
cussion. He found that the words of Section 33 (1) 
were in themselves quite clear. 

It is, perhaps, to be regretted that the circumstances 
of the respondent did not permit the matter to be carried 
to the highest Court. 


TAX DEDUCTION ADJUSTMENTS 


The following statement on the deduction of income 
tax from mortgage interest and ground-rents, and from 
dividends and interest of British companies or of 
Dominion and foreign companies when paid or collected 
through agents in this country, was issued by the 
Treasury : 

The increase in the standard rate of tax to 8s. 6d. in the /, 
although applying to the whole income-tax year, will not 
become legally operative until the date of the passing of 
the Finance Act. Strictly, therefore, tax will continue to 
be deductible by reference to the rate of 7s. 6d. in the £ until 
that date. 

In order to meet the position the companies and others 
who may have already prepared warrants, showing deductions 
by reference to the rate of 7s. 6d. for payments at dates that 
may be subsequent to the passing of the Finance Act, and 
who find it impracticable to prepare fresh warrants, the 
Finance Bill will contain a provision legalising deductions 
by reference to the rate of 7s. 6d., although made after the 
passing of the Finance Act, if they are in fact made before 
September 1 next. 

In view of the fact that the increased rate of 8s. 6d. is to 
apply for the whole year, adjustments will be necessary to 
make good under-deductions of tax where tax has been 
deducted by reference to the rate of 7s. 6d. from payments 
made between April 5, 1940, and September 1, 1940, and 
the Finance Bill will contain provisions relating to these 
adjustments. 

In order to reduce so far as is possible the necessity for 
subsequent adjustment, it may be found convenient, in the 
case of payments to be made before the passing of the Finance 
Act, to arrange for deduction by reference to the rate of 
8s.6d. This isa matter between the payer and the recipient, 
but the terms of the Finance Bill will be such as to secure 
that a deduction of tax made before the passing of the Act 
by reference to the rate of 8s. 6d. will, after the passing of 
the Act, automatically becomes a legal deduction from the 
date on which it was made. 
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As regards dividends of British companies (other than 
dividends on preferred shares so far as payable at a fixed 
gross rate per cent.), no question of adjustment need arise 
because, under the existing law, the net amount of any such 
dividend will be taken for all income tax purposes to represent 
income of such an amount as, after deduction of tax by 
reference to the rate of 8s. 6d., is equal to the net amount 
paid. 


TAXATION NOTES 


Universal Deduction of Tax at Source 

Although we all know well enough that we ought to 
set aside each week or month the appropriate amount 
to meet the liability to income tax on January 1| and 
(where appropriate) on July 1, these dates find many of us 
hard pressed for the amounts due. Now that, owing to 
rising prices, incomes are worth less than they were, 
and income tax is at a level only recently anticipated, 
the Chancellor of the Exchequer has decided that the 
time has come to extend the principle of deduction 
at source to the whole range of salary and wage-earners, 
from the manual wage-earner paid weekly to the company 
director. With the added burdens imposed by the new 
Budget, the problem of spreading the burden throughout 
the year is too serious and too extended to be left to 
voluntary arrangements. The amount of tax to be 
deducted will be ascertained by the Revenue and notified 
to the employers, who will then deduct that amount by 
equal monthly or weekly instalments, and pay over to the 
Collector the amount deducted. Although a serious 
burden is thus thrown on employers, this monthly 
accounting is a welcome provision. 

For those. on a yearly assessment, the deductions 
will commence in November, 1940, and will end in 
April, 1941, in respect of the January, 1941, instalment. 
Deductions from May to October, 1941, will be made 
for the July, 1941, instalment. In the case of weekly 
wage-earners assessed half-yearly, the deductions will 
not commence before January 1, 1941. To prevent 
hardship, no deduction will be made from weekly wages 
(these might be subject to considerable fluctuations) 
which will reduce net earnings below /2 in any one week. 
If a firm goes bankrupt the tax already deducted will 
be a debt to the State from the bankrupt and the tax 
position of the employee will not be affected. 

Thus a new item is added to the audit programme, 
and the introduction of deduction at source paves the 
way for charging on “ actual ”’ instead of the preceding 
year basis of assessment. But probably this must 
await the end of the war. 


E.P.T.—Investment Holding Companies 

The original E.P.T. legislation contained no_pro- 
visions to prevent double taxation of dividends received 
by a holding company on its investments in its sub- 
sidiaries. Section 29 of the 1940 Act remedies this in 
the case of any group of companies which consists of 
or includes (a) a body corporate resident in the United 
Kingdom, which exists wholly or mainly for the purposes 
of co-ordinating the administration of the group, and 
(b) one or more bodies corporate resident in the United 
Kingdom and each under the control of the co-ordinating 
body corporate. In computing the profits of the co- 
ordinating body, income from investments held by it 
in the share capital of the controlled bodies in order to 
carry out, or facilitate the carrying out of, the co- 
ordination of the group’s administration, is not to be 
taken into account, nor is income from investments of 
one controlled body in another. Income from any other 
investments of any member of the group is only to be 
taken into account in so far as, if the businesses carried 
on by all the members of the group were regarded as 
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one business, the income wonld have to be included, 
that is, in the case of the business of a building society, 
a banking business, assurance business or investment 
dealing or holding business, or in the case of such part 
of the business as consists in banking, assurance or 
dealing in investments. It will be remembered that the 
elimination of investment income will mean a reduction 
in the interest on borrowed money, and the corre- 
sponding adjustment of the capital computation. 

It should be noted that this provision applies to any 
group of companies whether or not the controlled 
companies are ‘‘ subsidiaries ’’ within the meaning of the 
Acts, but in the case of groups of interconnected com- 
panies such as are dealt with in the article on pages 
292-3, the provisions are modified so that, although 
the dividends received on inter-company holdings are 
left out of account in computing profits, and the holdings 
are left out of account in computing capital, borrowed 
money and interest thereon are not affected. 


E.P.T.—-Bank Overdrafts 


There appear to be no grounds on which to base a 
claim that a bank overdraft is not borrowed money 
within the meaning of the Acts. Accordingly, where 
investment income has to be excluded from profits, the 
principal of the overdraft is to be correspondingly 
reduced both for the capital computation and for 
deciding how much interest on the borrowed money can 
be allowed as an expense in computing profits. The 
position is somewhat absurd as respects temporary 
overdrafts, as no set-off need be made for the periods 
that the account is in credit. It is therefore necessary 
to compute the average overdraft for the accounting 
period which the capital computation covers. The 
easiest method is to regard the average overdraft as 
capital introduced. In arriving at the average amount 
so “ introduced,’’ absolute precision would require that 
daily balances should be taken, but in practice it will 
generally be sufficiently accurate to take weekly or even 
monthly figures, dependent upon the fluctuations which 
occur. At any date on which the overdraft exceeds the 
value of the investments, the amount to be taken into 
average is the value of the investments. 

To arrive at the amount of interest to exclude, it is 
sufficient to compute the proportion of the total interest 
charged that the average amount “ introduced ”’ 
(limited as in the last sentence) bears to the total 
average overdraft (calculated without such limitation). 


Factory Depreciation Allowances 

Section 15 of the Finance Act, 1937, altered the basis 
of the allowance for depreciation of factories, and the 
amount now deductible is very frequently less than 
previously. The difference in most cases is small, but in 
some is substantial. If the same amounts are deducted 
for E.P.T. as for income tax the effective result is that 
many businesses will be taxed at 100 per cent. on the 
amount by which the allowance is reduced. [l'urther- 
more, if the decision in Boarland v. Pirie, Appleton and 
Co., Ltd. [1940], is strictly applied, the whole amount 
of the former allowance may effectively be treated as a 
“growth ’”’ of profit for E.P.T. The computation of 
profits for E.P.T. is to be on “ income tax principles,”’ 


but the taxpayer should not be prejudiced because the 
principle is changed between the standard period 
and the chargeable accounting period. This appears 
to be a case where the Commissioners of Inland Revenue 
should accord concessional treatment, by allowing the 
amount deductible to be the same in the successive 
periods. 
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Recoveries of Income Tax 

Companies claiming for management expenses under 
Section 33, Income Tax Act, 1918, will be concerned 
with the date at which the amount recovered should be 
brought into account in the computation of average 
capital for E.P.T. It might be argued either that the 
amount recoverable in respect of a period should be 
brought in as at the mid-date of the period, or, with 
greater force, that the amount could be brought in as 
at the first day of the following period, that being the 
date at which the amount is notionally recoverable. 
Apparently, however, the Revenue will not admit either 
argument, and is requiring that recoveries be brought 
in as at the date of the agreement of the claim. In 
one case the Inspector put it that there was no asset 
capable of being brought in at any date earlier than the 
agreement, but it is thought that few practitioners 
will accede to this idea of the meaning of an “ asset.” 
The point appears to be one which might be tested by 
appeal in any case in which the amount involved makes 
this course worth while. (A similar point will also 
probably arise where tax has been recovered following 
claims under Section 34, Income Tax Act, 1918, and 
other provisions.) 


Sur-tax in Capital Computations 

Rule 2 (1), Part II. 7th Schedule, provides for the 
deduction in computing capital of “‘ any debt for income 
tax computed by reference to the standard rate ’’ and 
specifies that any such debt for income tax shall be 
deemed to have become due on January | in the year of 
assessment for which the tax is assessable. Left to his 
own devices, the accountant would certainly not make 
any deduction for sur-tax in the case of an individual or 
partnership business until the amount is actually with- 
drawn from the business for payment. Even if the 
words “‘ by reference to the standard rate ’’ were not 
included in the rule, it could be argued that there is no 
debt for sur-tax so far as the business is concerned, since 
this is not charged on the business and is computed by 
reference to the total income. Having regard to the 
above, it was surprising to see, in a computation prepared 
by a provincial Inspector of Taxes, the deduction of 
sur-tax as at January 1; the amounts so deducted were 
computed by reference to the proportions which the 
shares of profit of the partners bore to their respective 
total incomes, and were for two years, i.e., for the year 
preceding the year of assessment and for the year of 
assessment. This deduction was made both at January 1, 
1936 (as the standard year), and at January 1, 1939. 
When questioned as to the principle involved, the 
Inspector justified the treatment on the ground that 
sur-tax was income tax charged at rates in excess of 
the standard rate. This certainly appears to be a case 
for appeal if the Inspector persists in his view. 


Diminution of Earned Income 

All assessments on earned income for 1939-40 should 
be reviewed to see whether a claim for relief owing 
to a reduction as a consequence of the war can be made. 
Exact calculations are necessary, bearing in mind the 
effect on surtax, reduction of relief by reference to 
the effect of substituting “ actual ’’ earned income in 
1938-39, and the potential claim for 1940-41. It has 
been suggested that the relief can be claimed for any 
source, irrespective of other sources. No authority for 
such a contention can be found; the claim must have 
regard to the total earned income. Were it otherwise, 
inequity would result, as the diminution in one source 
may arise chiefly as a result of concentration of effort 
on another. 
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The Emergency Acts and Orders 


In our November, 1939, issue we published the first 
instalment of a comprehensive guide to the war-time 
enactments and Orders which most concern the accountant. 
The series ts brought up to date each month, and the tenth 
instalment is given below. The summaries ave not 
intended to be exhaustive, but only to give the main content 
of an Act or Order, the full text of which should be consulted 


if details ave required, 
ACTS 


‘courts (Emergency Powers) Amendment Act, 1940 

A lessor or mortgagee of premises not covered by the 
Rent and Mortgage Interest Restriction Acts may 
not be granted leave to exercise a remedy conditional 
on default in payment of amounts falling due after the 
date of the hearing of the application. In any applica- 
tion under the Courts (Emergency Powers) Act, the 
Court may take account of other liabilities, and Rules 
may be made requiring notice of an application to be 
served on other persons having claims against the same 
person. 

Further protection is given to persons serving in the 
armed forces, and to their dependants, who are mort- 
gagors of a dwelling-house. Other amendments are 
made in the Courts (Emergency Powers) Act, 1939. 

(See ACCOUNTANCY, November, 1939, p. 37.) 


ORDERS 


COMMUNICATIONS 
No. 1190.—-Control of Communications Order (No. 5), 
1940). 

The Control of Communications Order (No. 1), 1940, 
is revoked and substantially re-enacted. The area to 
which documents, etc., may not be sent is extended to 
Afghanistan, France, Iran, Liberia, Persian Gulf ports, 
Saudi Arabia, Tangier, Tibet, and Yemen. From July 15 
the prohibition also applies to transmission from Great 
Britain to Northern Ireland, or from Great Britain or 
Northern Ireland to Eire, and to sending or conveying 
otherwise than by post to the Isle of Man. 

(See ACCOUNTANCY, June, p. 250.) 

COMPANIES 
No. 1213.—Defence (Companies) Regulations, 1940. 

The functions of a liquidator of a company who is 
on war service may be exercised by any person authorised 
by him by power of attorney. The consent of the Board 
of Trade in writing must be obtained and filed with the 
Registrar of Companies, together with the instrument 
creating the power of attorney. The deputy must also 
give security. The annual return of a company need 
not be contained in the list of members. 

(See p. 286 of this issue.) 

COURTS 
No. 1209. Defence (evacuated Aveas) Regulations, 1940. 

Persons leaving areas declared to be evacuation arcas 
for the purpose of these Regulations are relieved from 
the obligation to pay rent, rates, charges for water, 
gas, electricity or telephone services, or hire purchase 
payments, in respect of property left in the areas from 
which they do not continue to receive benefit. The 
Courts (Emergency Powers) Act, 1939, is to apply to 
contracts made between September 3, 1939, and 
July 10, 1940, by persons affected directly or indirectly 
by these Regulations or by evacuation under official 


advice of any premises, or by compulsory removal of 
animals, 
EXPORTS 
Nos. 1026, 1051, 1056, 1063, 1082, 1109, 1110, 1196, 
1200.—Export of Goods (Control) Orders, 1940, Nos. 
17 to 25. 

Additions and amendments are made in the list of 
goods which may not be exported without a licence. 
Nos. 1056 and 1196 prohibit the export of any goods to 
French territories in Europe (including Corsica), or to 
Algeria, Tunisia or French Morocco. No. 1082 transfers 
to the Minister of Information the censorship of films 
for export. 

Nos. 960, 1057.—-Orders of the Board of Trade, June 13 
and 24, 1940, as to Revocation of Licences. 

All export licences (except the open general export 
licence, S.R. & O. 1940, No. 2, in respect of coal, coke 
and manufactured fuel) are revoked to the extent that 
they authorise exports to Bulgaria, Greece, Hungary, 
Liechtenstein, Rumania, Switzerland, Yugoslavia, or any 
Russian port in the Black Sea, Baltic Sea or Arctic Sea. 
All licences to export goods to French territories in 
Europe (including Corsica) are also revoked. 

No. 1027.—-Order of the Board of Trade revoking Open 
General Export Licence No. G.L. 169. 

The open general export licence issued in 1937 under 
the Arms Export Prohibition Order, 1931, is revoked. 
No. 1130.—Open General Export Licence, July 3, 1940. 

The Board of Trade authorise the export of newspapers, 
periodicals, printed books and other printed matter to 
those destinations to which the export of all goods is 
prohibited without licence—i.e., Scandinavia and Baltic 
countries, the Balkans and certain French territories. 

(See ACCOUNTANCY, July, p. 276.) 


FINANCE 
Nos. 964, 1039. Defence (Finance) (Restriction of Pay- 
ments) Orders, 1940, Nos. 3 and 4. 

The restriction on sterling payments is applied to 
persons resident in Kumania and Brazil. Payments 
required to be made to the Bank of England for account 
of the Anglo-Rumanian Clearing Office are not affected. 
Nos. 965, 1040. Defence (Finance) (Export of Goods) 

Orders, 1940, Nos. 3 and 4. 

Exports to Rumania and Brazil must be paid for in 
sterling funds obtained from the respective special 
accounts, or, in the case of Rumania, from the Clearing 
Office account. 

(See Accountancy, July, p. 276.) 

No. 1160.—Order in Council amending Regulation 3A (5) 
of the Defence (Finance) Regulations, 1939. 

The exchanges whose members are recognised in 
connection with the restrictions on transfer of securities 
(S.R. & O., 1940, No. 708) are now the Stock Exchange, 
London; the Associated Stock Exchanges; the Pro- 
vincial Brokers’ Stock Exchange ; the Mincing Lane Tea 
and Rubber Share Brokers’ Association, Ltd. ; the Stock 
Exchange, Oldham ; and the Association of Stock and 
Share Dealers. 

(See AccouNTANCY, June, p. 250 and this issue p. 293.) 
No. 950.—Securities (Restrictions and Returns) Order, 

1940. 
No. 951.—Acquisition of Securities (No. 3) Order, 1940. 

Holdings by residents in the United Kingdom of 
Dominion of Canada 4 per cent. stock, 1940-60, are 
transferred to the Treasury at the price of £100 12s. 6d. 
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No. 972.-—Secunties (Exemption) (No. 2) Order, 1940. 

Egypt 34 per cent. Preference Bonds, and a number 
of Brazilian national, State, and municipal loans, are 
exempted from liability to restriction and compulsory 
acquisition by the Treasury under Regulation | of the 
Defence (Finance) Regulations. 

(See AccouNTANCY, June, p. 250.) 

INDUSTRIAL RECORDS 
No. 818.--Industry (Records and Information) (No. 1) 
Order, 1940. 

Every person carrying on an undertaking may be 
required to keep such books, accounts or records as may 
be prescribed in his case, to produce these to such 


person, or to a person of such class or description, as * 


may be mentioned in the notice or direction, and to 
furnish any estimates, returns, and other information 
relating to the undertaking. 


PRICES OF. GOODS 
No. 978.—Prices of Goods (Permitted Increase) (No. 2) 
Order, 1940. 

The factors to be considered in determining permitted 
increases in prices include reasonable remuneration for 
services rendered in connection with the business. 

(See Accountancy, July, p. 264.) 

No. 1074.—Prices of Goods (Permitted Prices) (No. 3) 
Order, 1940. 

Wholesale buying prices and retail buying and selling 
prices are prescribed for a further list of clothing, piece 
goods and knitting yarn marketed by certain manu- 
facturers. 

(See ACCOUNTANCY, July, p. 276.) 

SUPPLIES - 
No. 1023.—-Piece-Goods and Made-up Goods (Cotton, 
Rayon and Linen) (No. 5) Order, 1940. 

Mercantile agents are to be registered, and some other 
amendments are made in the previous Piece Goods and 
Made-up Goods Orders. Contracts made before April 
16, 1940, might be discharged by notice given before 
July 10. 

(See AccouNTANCY, July, pp. 267 and 276.) 

TRADING WITH THE ENEMY 
No. 1092.--Defence (Trading with the Enemy) Regulations, 
1940. 

Attempting to trade with the enemy is made an offence 
as well as trading with the enemy. The fact that a 
document has been despatched addressed to a person in 


The Month 


Budget Helps Stock Markets 

Movements in security prices following the Budget 
were fully in accordance with the widespread feeling 
that a Budget which does no more than whittle down the 
deficit by 5 per cent., and envisages a short-fall of revenue 
of more than £2,100 million, cannot fail to assist 
inflationary tendencies. Notwithstanding 100 per cent. 
.P.T., this view expressed itself in an all-round rise 
in industrial shares. While equities are, of course, the 
conventional hedge against inflation, it may be questioned 
how much of this property has been left to them by 
Government control of prices, profits and (in the case 
or. 1,500 undertakings) of actual operations. It would 
seem that the only group of shares which now gives 
anything approaching an inflation hedge are Kaffirs 


FINANCE 
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enemy territory is prima facie evidence, against the 
senders, that the addressee was an enemy. The definition 
of “enemy” in the Trading with the Enemy Act is 
amended. The Board of Trade may empower custodians 
of enemy property to carry on a business in or from the 
United Kingdom. Any property or right vested in a 
custodian may be transferred to his successor wher he 
dies or otherwise ceases to hold office. 

No. 1113.-—Trading with the Enemy Investment Order, 

1940. 

Monies received by a custodian of enemy property 
may be invested in Treasury Bills or any other Govern- 
ment. securities specified by the Board of Trade. 

No. 1199.—-Transfer of Securities to Enemy Subjects 
Order of the Board of Trade, July 9, 1940. 

The licence dated October 30, 1939, is revoked so far 
as it relates to enemy subjects resident in France. 

No. 1139.—Trading with the Enemy (Specified Persons) 
(Amendment) (No. 8) Order, 1940. 

Iurther additions, deletions, and amendments are 
made in the list of persons deemed to be enemies. 

(See AccounTANcy, July, p. 276.) 

WAR RISKS INSURANCE 
Nos. 771, 1142.—Defence (Way Risks Insurance) Regula- 
tions, 1940, Nos. 1 and 2. 

A number of amendments are made in the War Risks 
Insurance Act, 1939. A person authorised by the Board 
of Trade may enter premises and inspect accounts, books 
or other documents, and require information, to ascertain 
whether the person carrying on the business is insured 
under the commodity insurance scheme, and to ascertain 
the value of any insurable goods. The Board may remit 
or refund premiums with the consent of the Treasury. 
Further exemptions are granted from the provisions of 
the Stamp Act, 1891, and the Marine Insurance Act, 
1906. 

No. 1131.—Wayr Risks (Commodity Insurance) (No. 6) 
Order, 1940. 

A revised form of policy and revised standard policy 
are substituted for those previously in use. 

No. 1143.—War Risks (Compulsory Insurance of Com- 

modities) (No. 2) Order, 1940. 

Holders of licences under the Food Control Com- 
mittees (Local Distribution) Order, 1939, must insure 
their stocks of food, if the value is not less than £200. 

(See AccounTANCY, July, p. 277.) 


in the City 


and other goldmines, but these were not outstandingly 
firm. ‘Traditionally, the prospect of inflation should be 


Change 
June 26 July 19 July 25 on month 


War Loan 33%... 96} 983 993 +3} 
Jap. 6% 1924 ... 27 293 28 + I 
G.W. Ord. —... 234 27 32 +84 
Southern Pref. ... 37 44 49 +12 
Bass i om 97/9 101 /3 101/3 + 3/6 
Brit. Alumn. 33/- 29 6 32/6 —6d. 
General Electric 54/- 65/-xd. 66/6 + 12/6 
LC. 0. 0. = 19/8 22/105 24/3 +5/- 
Tate & Lyle or 36 /- 44 /- 44/- +-§/- 
Rubber Trust 20/6 22 /- 22/3 1/9 
3urmah Oil _... 18 2} 2h + § 
F.N. Shave Index 49.4 56.8 58.8 +9.4 


“ an 
ia aad ‘ + = : « 
+ taal Poa \ 
fF 
ee 
| 
\ 
a 
Se 
eee Pe 
it 
tl] 
st 
al 
ar 
In 
di 
pa 
ill 
ye 
ta: 
no 
me 
be 
in 
bef 
\ 
<a 1 is a = pie a ; — - 7 a area: 
2 “S ; : “a rs | eg i a a ; ai ‘4 cee nn i ies " 


August, 1940 


a bear point for gilt-edged, but the market is now 
convinced of the authorities’ power to preserve low 
interest rates under any conditions, and as the previous 
prices almost discounted an increase in income tax 
to 10s., instead of 8s. 6d., Government stocks also shared 
in the recovery. The direct investment implications 
ot the Budget were few. Breweries and tobaccos, 
affected by the new indirect taxation, and provision 
shares, affected by the new purchase tax, were indeed 
among the outstandingly firm groups, more drastic 
imposts having already been discounted in each case. 


The Stock Exchange in War 

The report of the Stock Exchange Committee for 
General Purposes confirms that the security markets 
stood up to the initial impact of war extremely well. 
At the end of March quoted securities for a nominal 
value of £18,209 million had a market valuation of 
£17,624 million—a discount below par of only 3.6 per 
cent., as compared with a corresponding discount of 6.4 
per cent. a year earlier. The scissors movement in favour 
of fixed interest securities is, however, reflected in the 
fact that whereas British funds improved from 95.3 to 
98.3 per cent. of nominal value, the premium on indus- 
trials was reduced from 93.1 to 86.2 per cent. Since the 
end of March this scissors movement has, of course, been 
carried a great deal further and an inventory of the 
market’s stock-in-trade taken three months later would 
have been less favourable. In the closing days of June 
the equity market—-due mainly to its preoccupation 
with the risks of invasion and aerial bombardment— 
suffered something approaching complete collapse. 
Values crumbled day after day and it became extremely 
difficult to deal even in the leading counters. In this 
atmosphere strong sections of opinion grew up in favour 
of various drastic remedies, such as the fixing of minimum 
prices (on an undefined basis) for equity shares, or even 
the complete suspension of dealings—the latter solution 
being clearly inspired by fears of the ravages which 
further depreciation might work on_ balance-sheet 
values by the close of the year. 
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Rebound in Equities 

For no very apparent reason, July opened with 
an all-round recovery of quite astonishing vigour. 
From a low point of 49.4 on June 26, the Fivancial News 
index shot up to 57.9 per cent. on July 4—a rebound 
of 17} per cent. in a single week. Some individual 
market leaders, such as Guinness, actually jumped by 
more than 30 per cent., while similarly skittish behaviour 
was also to be observed within some groups normally 
even more sedate, such as bank shares. In the case of 
gilt-edged, a rational explanation for the change of tone 
is to be found in the large disbursements at the be- 
ginning of July for interest payments and the redemption 
of Canada 4 per cents and /100,000,000 of dissented 
Conversion 4} per cents. At the time, it was believed 
that the recovery in industrials was touched off by 
institutional buying inspired from high quarters, but 
once started the improvement was spontaneous enough. 
After the first rapture, the impetus of the movement 
was checked by Balkan and Far Eastern uncertainties, 
but the improved levels were maintained, with minor 
fluctuations, during the following fortnight. In the 
latter half of the month, however, the tone generally 
became somewhat hesitant pending the interim budget. 


National War Bonds 


Subscriptions for National War Bonds up to July 26 
totalled £109,656,000, a figure which would be the more 
impressive but for the Conversion 4} per cent. redemption 
and the other large disbursements at the beginning of 
July. To a large extent, applications have represented 
a mere reinvestment of these funds, which have also 
been deflected into Savings Certificates and Defence 
Bonds. In the week to July 9 sales of these latter 
securities jumped to £15,999,000 (a total only exceeded 
in “‘ Savings Week ’’), receding to £10,439,000 in the 
following; week. The reinvestment factor makes it 
difficult to interpret the applications totals, but it is 
certain that genuine current net savings cannot be 
running much above £850 million a year, which compares 
most unfavourably with the Budget deficit of about 
£2,200 million. 


Points from Published Accounts 


Richard Thomas & Co.--Kecent years have seen 
a financial reorganisation of this company and the 
opening up of its continuous strip mill at Ebbw Vale. 
The accounts, as a result, have contained a crop of special 
items, both debit and credit, and close comparison of 
the results between any two years has frequently been 
dificult. Any difficulty, however, is in no way due to 
shortcomings in the form of accounts, which are admir- 
ably detailed. The report includes a consolidated profit 
and loss account and a consolidated balance sheet. 
Indeed, without the itemised information which the 
directors present, an accurate assessment of the com- 
pany’s position would be impossible. The figures well 
illustrate the question of comparability between the two 
years. The trading profit of the group is shown after 
tax, which absorbed /1,159,704 in the latest year, but 
ho more than {77,067 in 1938-39. This change in 
method of presenting profits after provision for tax has 
been frequently employed in recent months—noticeably 
im cases where a substantial increase in trading profits 
before tax has been achieved. 

With this exception, however, the remaining special 


adjustments in the Richard Thomas figures are due to the 
particular circumstances of the company. Such adjust- 
ments are noticeably fewer than in 1938-39, when 
profits were depressed. It may be asked, however,, 
whether the item for commutation of amounts payable 
under agreements and provision for compensation is a 
charge against profits which should be taken into account 
in comparing the latest figures with those of the preceding 
year. Enquirers searching for the elusive definition of 
true profits will not find the answer in recent Richard 
Thomas reports. But they will find an excellently 
designed form of accounts which, when the company's 
position has been stabilised, will set before shareholders, 
on a comparable basis, all the information they can 
require. 


Suburban and Provincial Stores.-—Since the John 
Lewis Partnership, Ltd., was formed eleven years ago, 
it has pursued a regular policy of issuing extremely full 
annual reports, accompanied by a detailed discussion of 
the year’s trading problems and results. Comparison 
of the latest report of its newly acquired subsidiary, 
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Suburban and Provincial Stores, with that of the 
previous year (when the company was known as 
Selfridge Provincial Stores) reveals the advantages of 
that policy. John Lewis Partnership took over the 
Suburban and Provincial Company last year, and the 
directors give a most lucid account of the group’s current 
trading problems and financial stringency. The account- 
ing improvements include a consolidated balance sheet 
for the Suburban and Provincial Stores company and 
its subsidiaries (under the previous control, only the 
balance sheets of the subsidiaries were consolidated), 
and an amalgamated profit and loss account for the 
subsidiaries. 


It is well known that consolidated balance sheets are, 


to some extent arbitrary. Indeed, the advocacy of 
consolidated accounts should rather be concentrated 
on consolidated profit and loss accounts, for in certain 
circumstances a consolidated balance sheet can be 
positively misleading. Theit inadequacies are well 
exemplified in the Suburban and Provincial case. The 
consolidated assets total £5,114,809, but of this sum no 
less than {1,546,177 represents a deficiency in the net 
tangible assets of the subsidiaries as shown by their 
audited balance sheets, compared with the values at which 
the parent company’s holdings in the subsidiaries are 
stated in its own balance sheet. Even if the book 
values of the subsidiaries’ own assets were correct, then 
£1,546,177 of the parent company’s capital would not be 
represented by real assets. The fixed assets of the group 
are entered at {2,586,750, but although the directors do 
not propose to undertake any valuation of them at 
present (for obvious reasons), they put their current 
value at a substantially lower level. Hence the defi- 
ciency is likely to be increased. In fact, the only figures 
in the consolidated balance sheet which form a reliable 
guide to actual trading conditions are the current 
liabilities and assets. The new board is to be commended 
for making these points plain in their report. 


War Casualties.—The accounts of two leading public 
companies show the effect of war. Royal Dutch has 
issued a balance sheet and profit and loss account (from 
Willemstad, Curacao, and not from The Hague). These 
accounts contain an appreciable number of rounded-off 
items, including an amount of Fls. 16,000,000 for claims 
on undertakings in which Royal Dutch is interested. 
At the end of 1938 the corresponding amount was 
precisely stated at Fls. 24,267,771.14. On the liabilities 
side appears a suspense account, totalling F's. 
1,104,203.38. This has, in fact, been inserted to cover 
an unexplained difference at the end of 1939, which 
arises from the fact that ‘‘ certain documents are no 
longer available ’’ to the managing directors. 

The subjugation of Holland has also affected the 
Lever Brothers and Unilever accounts. In earlier years 
these included admirable consolidated statements—not 
in full balance sheet form, for the directors always took 
the view that the consolidation of fixed assets was not 
helpful to shareholders nor accurate in preparation. 
But consolidated figures of profits, long-term claims and 
liabilities, and working capital—the essential group 
figures which are required by the investor—were pro- 
vided. This statement has, of course, disappeared as a 
consequence of the war, though the dividend equalisation 
arrangement still subsists between the two sections of 
the group. In this connection it is of interest to note 
that the British company—Lever Brothers and Unilever, 
Ltd.—has set aside from its latest profits a sum of 
£800,000 to cover any amount which may subsequently 
be required to pay shareholders of the Dutch company— 
Lever Brothers and Unilever N.V.—a dividend of a 
value equal to that paid by the British company as a 
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final dividend for 1939. The application of this reserve 
for its special purpose has been entrusted to one member 
of each of the firms which act as joint auditors of the 
British and Dutch companies. 


London Tin Corporation and Taxation. —The 
method of accounting income tax in the profit and loss 
account of London Tin Corporation is somewhat unusual. 
The dividend is shown gross in the appropriation account 
at {253,276. On the credit side, however, appears a 
tax computation which has, among its effects, that of 
reducing the dividend to a net basis. This shows that 
£94,978 will be recoverable from the dividend recom- 
mended. From this amount £61,202 is deducted, 
representing tax deducted from dividends received by 
the Corporation. At this stage there is a credit of 
£33,776 to the Corporation, and this is augmented by a 
recovery of £35,490 in respect of tax for the year 1938-39. 
Hence, on income tax account, the Corporation has 
an accounting credit of {69,266 to augment its apparent 
net revenue. 


IMPORTS REQUIRED IN CONNECTION 
WITH GOVERNMENT CONTRACTS 


Notice to Importers No. 78 


On January 8 the Board of Trade, at the request of 
the Government Purchasing Departments, issued a 
notice drawing the attention of Government contractors 
and sub-contractors to the importance of avoiding 
unnecessary imports and of furnishing, with their 
applications for import licences, evidence that the goods 
are required for Government contracts and_ that 
equivalent goods are not obtainable from British 
sources, 

The need for avoiding unnecessary imports is greater 
now than it ever was before ; but the Import Licensing 
Department are still receiving from Government con- 
tractors applications for licences unaccompanied by 
the necessary evidence. Moreover, some of these appli- 
cations are not made until the goods have been ordered 
or even until they have arrived in this country. The 
need for checking the facts in such cases inevitably 
involves delay which could have been avoided if the 
contractors concerned had applied earlier. 

The Board of Trade, therefore, urge all Government 
contractors or sub-contractors, who find that any goods 
required for the completion of a contract must be 
obtained from abroad, to take the following action :— 


(1) Apply for an import licence as early as possible. 
Do not await until the goods have arrived and 
then expect to rush the application through on a 
plea of urgency. 

Send with your application a note from the 
Government Purchasing Department concerned, 
showing that the whole of the goods to be imported 
are required for completion of a specified Govern- 
ment contract or contracts. 


i 
— 


(3) Send also evidence that equivalent goods cannot 
be obtained from United Kingdom sources within 
the required time. 


(4 


Remember that every foot of shipping space 
and every penny of foreign exchange that can be 
saved will help our war effort. 
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IN PARLIAMENT 


EXCESS PROFITS TAX 

Sir G. Gibson asked the Chancellor of the Exchequer 
whether any action can be taken to accelerate the 
making of assessments to Excess Profits Tax ? 

Sir K. Wood : The assessment to Excess Profits Tax 
is made by reference to the trader’s accounting year, 
and the determination of the liability for any accounting 
year must necessarily await the production of the 
accounts for that year and the due examination of any 
questions affecting liability that may arise on the tax- 
payer’s return. It is, therefore, important that tax- 
payers and their advisers should make every effort to 
render returns and accounts as early as possible. Where 
the returns or accounts throw up questions that call for 
investigation it is proposed to make provisional assess- 
ments on which an agreed amount of duty could be paid 
forthwith. Many trading concerns have already been 
assessed provisionally at their own request to cover the 
amount of liability that can be seen to be certain, and 
their public-spirited action in thus accelerating the flow 
of revenue to the Exchequer is deserving of the highest 
praise. I hope that in the present time of national 
crisis their example will be followed generally, and that 
all concerns liable to Excess Profits Tax will co-operate 
with the Inland Revenue Authorities in ensuring the 
early payment of the tax. 


Sir S. Reed asked the Chancellor of the Exchequer 
whether the computation for the purposes of excess 
profits tax of the average capital employed in a trade or 
business must in every case conform strictly to the 
provisions of the Seventh Schedule of the Finance 
(No. 2) Act, 1939 ? 

Sir K. Wood : The provisions of the Seventh Schedule 
of the Finance (No. 2) Act, 1939, to which my hon. 
Friend refers, constitute a statutory rule for the com- 
putation of capital employed and have therefore been 
drawn so as to prescribe a strict standard of measure- 
ment. But in actual practice the Revenue authorities 
would not insist on a meticulous calculation in con- 
formity with the schedule unless it would be in the 
interest of the taxpayer or the amounts involved were 
so large that appreciable revenue was at stake. Normally, 
where capital is employed for part only of an accounting 
period, the Revenue would be content to accept calcula- 
tions based on the number of complete months. More- 
over, in the case of any element of the capital com- 
putation that fluctuates throughout the year, the 
Revenue would be willing, in cases where such a course 
gives substantial accuracy, to take the mean capital 
of the period by reference to the amounts at the be- 
ginning and end of the year as measuring the average 
capital. If any taxpayer finds difficulty in working out 
figures of average capital, | would suggest that he should 
communicate with his Inspector of Taxes who will be 
happy to assist him in the matter. 
_Brigadier-General Brown asked the Financial 
Secretary to the Treasury whether the formula on which 
excess profits tax on standing timber is to be charged 
has yet been evolved ; and, if so, will a copy be made 
available for those interested ? 

Captain Crookshank : This question is still under 
‘xamination by the Board of Inland Revenue. The 
Board are in touch with the Forestry Commission, and 
| can assure my hon. and gallant Friend that, as soon 
as the examination is completed, the matter will be 
discussed further with the organisations representing 
woodland owners. 
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BANKRUPTCIES 

Commander Locker-Lampson asked the President 
of the Board of Trade how many bankruptcy petitions 
have been filed and receiving orders made in the United 
Kingdom during the last six years ended May, 1940 ? 

The President of the Board of Trade (Sir Andrew 
Duncan): With my hon. and gallant Friend’s per- 
mission, I will circulate particulars relating to the 
period mentioned, in the Official Report. 

Following are the particulars :— 

The Board of Trade are not concerned with bank- 
ruptcy petitions filed but only with receiving orders 
made by the Court. Information as to petitions filed 
has been collected only annually. The fall in the number 
of receiving orders this year is no doubt partly due to the 
power given to the Court by the Courts (Emergency 
Powers) Act to stay bankruptcy proceedings where 
inability to pay debts is due to circumstances attribut- 
able to the war. The existence of this power deters 
creditors from presenting petitions. 

Statement showing the number of Bankruptcy 
Petitions filed and the number of Receiving and 
Administration Orders made in England and Wales* 
during each of the calendar years 1934-1939. 

Number of 


Number of eceiving anc 
Numl f R ng and 


Calendar Bankruptcy Administration 
Year. Petitions filed. Orders made. 
1934 ... nen 4,435 3,623 
1935 ... bas 4,268 3,523 
1936 ... ea 4,010 3,249 
1937 ... as 3,944 3,123 
1938 ... ans 3,823 3,105 
1939 3,197 2,667 


*The Bankruptcy Acts do not apply to the whole 
of the United Kingdom, but to England and Wales only. 
The number of receiving and administration orders 
made during the five months January to May was 826. 


INCOME TAX 

Mr. Rhys Davies asked the Chancellor of the 
I-xchequer whether, in view of the recent decision in the 
case of Forsyth versus The Crown that sickness or 
disablement benefit paid by a friendly society to a 
member is liable to income tax, any action is proposed 
to secure the exemption of all such benefits from 
liability to income tax ? 

Sir K. Wood: The decision in the case referred to 
was that continuing benefits received over a period of 
years under contracts with an assurance company and a 
friendly society constituted annual payments for income 
tax purposes, and I see no prima facie reason why such 
receipts, when forming part of a total income that is 
above the exemption limit, should be exempted from 
income tax. I am, however, having the judgment of the 
learned judge carefully considered. 


TAXATION (ARMED FORCES) 

Mr. Denville asked the Chancellor of the Exchequer 
whether he will give a list of the ways in which a man 
serving in the Forces receives preferential treatment 
in national or local taxation 

Captain Crookshank : The information required is 
as follows : 

Members of the British Armed Forces receive special 
treatment in the matter of taxation in the following 
respects ; 

Death Duttes.—A measure of relief or, in certain 
cases, exemption from death duties is granted in respect 
of the estates of persons dying on active service. 

Income Tax.—The rules relating to additional assess- 
ments for the year preceding the year in which employ- 
ment or bus‘ness ceases are relaxed in the case of persons 
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joining the Forces. Persons from overseas who join 
the Forces, while liable to tax on their service pay, are 
not charged to tax on income that would not have been 
liable to tax if they had remained abroad. [Exemption 
from tax is granted in respect of wound and disability 
pensions and in respect of certain children allowances 
to widows. 

Stamp Duties. In certain circumstances Stamp 
Duties on marriage licences, articles of clerkship and 
certain other documents are waived. 

Customs and Excise Duties.—Naval personnel serving 
in His Majesty’s seagoing ships in commission are 
entitled to obtain dutiable goods (including tobacco) 
duty free, and a related concession of a more limited 
character is available to personnel in certain naval 
shore establishments. Members of all the Forces 
serving abroad can receive or purchase dutiable goods 
(including tobacco) free of United Kingdom duty, but 
such goods may be chargeable to local duty abroad. 
\t home certain approved sorganisations are entitled 
to distribute duty-free supplies of tobacco among the 
wounded in hospital. 

Motor Vehicle Duties..-Members of the Forces on 
leave for short periods from service in certain localities 
and under certain conditions are eligible for the issue, 
on payment of certain fees, of permits for the temporary 
use of motor vehicles. 


MINISTRY OF SUPPLY 

Rear-Admiral Beamish asked the Minister of 
Supply whether he is aware that his Department is 
employing many young accountants to investigate the 
costs of companies supplying materials to his orders, 
and that this is waste of man-power in view of the 100 
per cent. Excess Profits Tax ; and whether he will see 
that these young men are employed better elsewhere ? 

Mr. Harold Macmillan: None of the accountants 
employed in investigating the costs of firms contracting 
with the Ministry is under the reserved age for members 
of that profession under the Schedule of Reserved 
Occupations. As regards the need for the work having 
regard to the Excess Profits Tax, I would refer to the 
reply given on June 13 by my right hon. Friend the 
Chancellor of the Exchequer to a question by the hon. 
Member for Ipswich (Mr. Stokes). 


AIRCRAFT PRODUCTION (TECHNICAL COSTS 
BRANCH) 

Lieut.-Colonel Sir Thomas Moore asked the 
Parliamentary Secretary to the Ministry of Aircraft 
Production whether, in view of the recent increase of the 
Excess Profits Tax to 100 per cent., he intends to 
continue the special branch known as the Technical Cost 
Department ? 

The Parliamentary Secretary to the Ministry of 
Aircraft Production (Colonel Llewellin) : Yes, Sir. 
The raising of the rate of Excess Profits Tax to 100 per 
cent. makes it the more necessary to check uneconomical 
and inefficient production. The work of the Technical 
Costs Branch, which serves both the Admiralty and the 
Ministry of Aircraft Production, has been adapted to 
that end, and its work will be continued. 


NATIONAL FINANCE (INTEREST-FREE 
LOANS) 

Sir J. Mellor asked the Chancellor of the Exchequer 
whether, in the case of loans free of interest to the 
Government, he will permit a condition attached by 
the lender that, in the event of his death before the end 
of the war, the loan should be repaid at the request 
of his personal representatives ? 

Sir K. Wood : In the event of the death of the lender 
during the currency of an interest-free loan to the 
Government, I should be prepared to authorise repay- 


August, 1940 


ment to his personal representatives whenever that 
course is desired. It is not necessary, therefore, for a 
lender to make a specific condition to that effect. 


DEPARTMENTAL ACCOUNTANTS (VISITS TO 
FIRMS) 

Mr. Stokes asked the Minister of Supply whether 
he is aware that inconvenience and dislocation of work 
have been caused by the visits of accountants from 
more than one purchasing department to the same 
firm ; and whether steps will be taken to avoid this 
overlapping in future ? 

Mr. H. Morrison: Yes, Sir. With the great 
increase in the demands of the Services there is danger 
of overlapping by the accountants of purchasing 
departments who were concerned with the costs of the 
same firms. On becoming aware that overlapping had 
in fact occurred in some instances, I caused steps to be 
taken which should eliminate duplication of visits by 
accountants in future. It has now been arranged that 
the department principally concerned with a firm’s costs 
will investigate them for other departments as well as 
for itself. This procedure has already been agreed to 
by the Supply Departments concerned with the needs 
of the armed Forces, and other departments of His 
Majesty’s Government which are likely to place contracts 
necessitating costings investigation are being invited 
to co-operate. I may add that it is hoped to diminish 
the necessity for visits by departmental accountants 
to investigate firms’ costs by utilising the services of 
the firms’ own auditors. This measure, however, is at 
present in the experimental stage, but if it proves 
satisfactory it will be extended. The use of the firms’ 
own auditors will not, of course, affect the department's 
right to make their own investigation subsequently, 
should this be considered necessary, but it is hoped 
that the report of the firms’ auditors will in the great 
majority of cases be sufficient without further check. 

Mr. Stokes : Does the Minister mean that in cases 
where firms are willing to volunteer that their own 
auditors will render an independent certificate, he will 
discontinue the visits of costs accountants, except as 
a check ? 

Mr. Morrison: Obviously, the Department must 
form its own opinion as to the merits of a particular 
firm and auditor, but it is desired in most cases to do 
what the hon. Member suggests, though we must 
reserve the right in any case of making a check and 
investigation. 


BRITISH PROPERTY, GERMANY AND ITALY 

Captain Alan Graham asked the President of the 
Board of Trate whether he has yet made any arrange- 
ments for the registration of British landed and industrial 
or other property situated in German and _ Italian 
territory and thus liable to sequestration by these powers 
on the outbreak of hostilities ? 

The President of the Board of Trade (Sir Andrew 
Duncan): Arrangements are being made for the 
registration of property in Germany and Italy belonging 
to persons of British nationality resident in the United 
Kingdom. 

Mr. Robert Gibson: Can the Minister say what 
is the purpose of the registration ? 

Sir A. Duncan: To record the names. 


UNCLAIMED BALANCES 

Mr. Windsor asked the Chancellor of the I: xchequer 
whether he proposes to take any action with regard to 
unclaimed balances which for years have been in the 
keeping of British banks ? 

Captain Crookshank: No, Sir. The amount 0! 
such balances is not large and the process of taking them 
into the Exchequer would be costly and complicated. 
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Society of Incorporated Accountants 


COUNCIL MEETING 


TurEspay, JuLy 16, 1940 

Present: Mr. Percy Toothill (President) in the Chair, 
Mr. Richard A. Witty (Vice-President), Mr. F. J. Alban, 
Mr. A. Stuart Allen, Mr. R. M. Branson, Mr. J. Paterson 
Brodie, Mr. W. Norman Bubb, Mr. E. Cassleton Elliott, 
Mr. M. J. Faulks, Mr. Alexander Hannah, Mr. Walter Holman, 
Sir Thomas Keens, Mr. Edmund Lund, Mr. Henry Morgan, 
Mr. C. Hewetson Nelson, Mr. Bertram Nelson, Mr. James 
Paterson, Mr. T. Harold Platts, Mr. F. A. Prior, Mr. Joseph 
Stephenson, Mr. Joseph Turner, Mr. A. A. Garrett (Secretary) 
and Mr. L. T. Little (Deputy Secretary). 

Apologies for non-attendance were received from Mr. 
C. Percy Barrowcliff, Mr. R. Wilson Bartlett, Mr. Robert 
Bell, Mr. W. Allison Davies and Mr. R. E. Starkie. 


RESIGNATIONS 
The following resignations of membership were accepted 
with regret as from the dates indicated : 

December 31, 1939 :— 
BULL, GEORGE WILLIAM (Fellow), Worcester. 
CARTER, FRANK (Associate), London. 
GREENSMITH, CLARENCE Tom (Associate), Birmingham. 
MIDGLEY, CHARLES HERBERT (Fellow), Purley. 
WHITTAKER, EDWARD Watts CATHERINGTON (Fellow), 

Southampton. 

December 31, 1940: 

Rees, Daniet Howe yt (Associate), london. 


DEATHS 
The Secretary reported with regret the death of each of the 
following members : 
BERRY, JOHN FRANCIS (Associate), London. 
BURLINSON, WILLIAM Davie (Fellow), London. 
GLOVER, Percy (Associate), Sheffield. 
GREENBERG, ALBERT AARON (Associate), Lourenco 
Marques, South Africa. (On Active Service, R.A-F.) 

LoMAX, JOHN (Associate), Bembridge, 1.0.W. 
NICHOLL, ERNEST (Associate), Lancaster. 


EXAMINATIONS, DECEMBER, 1940 
_ The Secretary reported that by kind permission of the 
Council of Taunton School and the Governors of Southport 
Technical College the winter Examinations of the Society 
would | be held at Taunton School, Somerset, and at the 
Technical College, Southport, on Thursday, Friday and 
Saturday, December 19, 20 and 21, 1940. Examinations 
would also be held at the usual centres in Scotland, Ireland 


poe South Africa. The Council confirmed the arrangements 
made. 


_A special meeting of the Council was held on July 16, 1940. 
Upon consideration of a report from the Disciplinary Com- 
mittee, Mr. Harold Howarth, Fellow, Lancaster, was excluded 
from membership of the Society in accordance with the 
provisions of Article 35. 

Upon a further report from the Disciplinary Committee, 
Mr. George Helsby Blair, Fellow, Manchester, was also 
excluded from membership of the Society in accordance with 
the provisions of Article 35. ; 


MEMBERSHIP 


The following additions to and promotions in the 
membership of the Society have been completed. 


ASSOCIATES TO FELLOWS 
Da S, Benjamin (B. Davies & Co.), Merthyr Tydfil, 
Practising Accountant ; Davies, Richard Ronald (Sweeting, 
Pearce, Davies & Co.), Cardiff, Practising Accountant : 
Foxon, Charles Malcolm (Billsons, Cullen & Broome), 
Nottingham, Practising Accountant; Haslam, Edwin, 
leigh, Practising Accountant ; Jones, Noel Evan Oake- 
shott (H. E. Mattinson & Partners), Durban, South Africa, 
Practising Accountant : Kirstein, David Emanuel (David, 


Leonard & Co.), London, Practising Accountant ; Neville, 
Cecil (C. Neville & Co.), London, Practising Accountant ; 
Peskett, George Archibald (Arthur M. Hobbs & Co.), 
London, Practising Accountant. 


ASSOCIATES 

Bennett, Walter Dawson, with LV. H. Bates & Co, 
Stoke-on-Trent ; Clifton, Sydney Charles, London ; Har- 
grave, Thomas Beresford, with Stafford Rudkin & Co., 
London; Jack, Alan Heath, with Samuel Thomson and 
Young, Johannesburg ; Kirtane, Vithal Bhagwant, Bom- 
bay; Litchfield, Harry Leonard, Carlisle; Phillips, 
Anthony Charles, Denham; Taylor, Archibald, City 
Treasurer's Office, Norwich; Wade, Walter Wareham, 
with George Mackeurtan, Son & Crosoer, Durban ; Warner, 
Jack, Sheffield. 


DISTRICT SOCIETIES 
AND BRANCHES 


NOTTINGHAM, DERBY AND LINCOLN 
Annual Report 
MEMBERSHIP 


There are now 173 members and 75 students, a total of 
248, compared with 238 in 1939. 


OBITUARY 
The Committee regrets to report the death of Mr. L. A 
Tomlinson, F.S.A.A. 
MEETINGS 
A full programme of lectures had been arranged for the 
session 1939-40, but, on the outbreak of war, the programme 
was curtailed and only two lectures were held. 


STUDENTS 
A number of students are now serving with H.M. Forces, 
and the Committee wishes them good luck and a safe return 
The Secretary would like to be kept advised of those members 
joining H.M. Forces. 
Hon. AUDITOR 
The retiring Auditor, Mr. Walter Clayton, A.S.A.A., offers 
himself for re-election. 
CONFERENCE IN NOTTINGHAM 
The District Society was honoured by the holding of the 
Autumnal Conference of the Society of Incorporated Accoun 
tants in Nottingham in July, 1939. 
EXAMINATIONS 
Six Final and six Intermediate candidates were successful 
in the examinations of the parent Society held in May and 
December, 1939, and the Committee tenders its congratula- 
tions to them. 


SHEFFIELD 
Annual Meeting 


‘The annual general meeting of members of the Sheffield 
District Society was held at Sheffield on June 28. 

Mr. A. F. J. Girling, President, was in the chair 

The report and accounts were approved. The President 
in his speech made reference to the complimentary luncheon 
to Mr. and Mrs. Percy Toothill, at which presentations were 
made on behalf of the members of the District Society. He 
also referred to the death of Mr. J. H. Freeborough, a past- 
President. The activities of the Society had necessarily 
been curtailed owing to war conditions, but some lectures 
had been held, and a considerable amount of work done by 
the Society for the benefit of its members. 

The following officers were elected: Mr. A. F. J. Girling, 
President ; Mr. C. S. Garraway, Vice-President; Mr. J. W 
Richardson, Hon. Secretary and Treasurer; Mr. H. G 
Toothill, Hon. Librarian ; Mr. Arnold Graves, Hon. Auditor 
Mr. W. E. Moore was elected a member of the Committee, 
and the retiring members were re-elected. Mr. Percy 
Toothill was re-elected the representative to the Executive 
Committee of the Sheffield Chamber of Commerce. 
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306 ACCOUNTANCY 


SOUTH AFRICAN (EASTERN) BRANCH 


ANNUAL MEETING 

Ihe twelfth annual general meeting of the South African 
(Ikastern) Branch of the Society was held at Durban on 
June 7. The Chairman, Mr. G. E. L. Horne, stated that the 
Committee had watched the progress of the Accountancy 
Hill. They were acting in close collaboration with the other 
Branches of the Society in South Africa, and with the Natal 
Society of Accountants and the other South African Societies 
Mr. Horne advised members to encourage their clerks to 
enter into articles under the Society’s regulations as well as 
under those of the South African Societies. He urged 
members who were eligible to apply for Fellowship. 

The annual report and accounts were unanimously adopted. 
Mr. I*. E. Osborn was re-elected auditor to the Branch. 
Mr. Douglas Mackeurtan and Mr. G. E. Noyce were re-elected 
members of the Committee, and Mr. R. Abrahams and Mr- 
FF. H. Whittle were elected to fill the vacancies caused by the 
deaths of Mr. T. Carlyle Mitchell and Mr. A. E. Hurley. 

Votes of thanks were passed to Mr. G. FE. L.. Horne and to 
Mr. Alan KR. Butcher for their services as Chairman and 
Honorary Secretary during the.year. 

At a meeting of the Committee held after the annual 
general meeting Mr. G. E. L. Horne was unanimously 
re-elected Chairman of the Branch. 


SWANSEA AND SOUTH WEST WALES 


Annual Report 
The District Committee has pleasure in presenting its 
report for the year ended March 31, 1940. 
MEMBERSHIP 
The membership at March 31, 1940, included 74 members 
and 55 students. 
LECTURES 
The programme of lectures which had been arranged was 
cancelled on the outbreak of war, but the Committee decided 
to hold one lecture jointly with the local branch of the 
Institute of Municipal Treasurers and Accountants’ Student 
Society, on November 15, 1939, when Mr. P. S. Thomas, 
M.A., took as his subject ‘‘ Laisser Faire or Controlled 
Kconomy."’ The Committee hope it will be possible to 
arrange a modified programme for next winter. 
EXAMINATIONS 
Congratulations are extended to the successful candidates 
at the examinations of the Society. Six passed the Final and 
three the Intermediate. 
COMMITTEE 
The retiring members are Mr. A. E. Goskar, Mr. 1. Griffiths, 
Mr. D. H. Jones and Mr. A. W. Sleeman, who are eligible for 
re-election. 
AUDITOR . 
Mr. G. E. Gibbs, the retiring Auditor, is eligible for re- 
election. : 
WEST OF ENGLAND 
Annual Report 
The Committee have pleasure in presenting the report on 
the work of the Society for the year ended March 31, 1940. 
MEMBERSHIP 


1939. 1940. 
Fellows ... ig waa iss 53 54 
Associates ee ea el 133 139 
Students... = * wee 54 45 

240 238 


LECTURES 
A full programme of lectures had been arranged for the 
1939-40 session before the outbreak of war, but these and 
other activities were cancelled. 
EXAMINATIONS 
At the examinations of the Society held in May and Decem- 
ber, 1939, one student was successful in the Final and one in 
the Intermediate. 
COMMITTEE 
The retiring members of the Committee are Mr. H. O. 
Johnson, Mr. F. P. Leach and Mr. D. G. Price, who are 
eligible and offer themselves for re-election. 
; Hon. AUDITOR 
The retiring Auditor, Mr. R. F. Emmerson, is eligible for 
reappointment. 


August, 1940 


PERSONAL NOTES 


Messrs. Smallfield, Rawlins, Lindsay, Fynn & Co., Chartered 
Accountants, 1, Ironmonger Lane, London, E.C., have 
admitted Mr. C. H. Brand, F.C.A., Incorporated Accountant, 
into partnership. 

Messrs. Sweeting, Pearce & Co., Incorporated Accountants, 
20, Windsor Place, Cardiff, announce that the name of the 
firm has been changed to Sweeting, Pearce, Davies & Co. 

Mr. John Harger Nellist, A.S.A.A., has been appointed 
Chief Accountant of Marks & Spencer, Ltd. 


REMOVALS 


Messrs. Halsey & George, Incorporated Accountants, have 
removed their Johannesburg office to Winchester House, 
Loveday Street. 

Messrs. Darke, Robson & Co., announce a change of 
address to 80, Bishopsgate, London, E.C.2. 

Mr. Walter Bentham, Incorporated Accountant, has 
removed his offices to Broadway House, 9, Bank Street, 


Brad ford. 
OBITUARY 


JOHN MACKIE 

Members of the profession in Eire will learn with much 
regret of the death of Mr. John Mackie, which occurred 
recently. 
The late Mr. Mackie was a prominent member of the 
Institute of Chartered Accountants in Ireland, of which he 
was President in the years 1925-27. For a number of years 
he was also a member of the Society of Incorporated 
Accountants and was a partner in Messrs. Craig, Gardner and 
Co., Dublin. Unfortunately in recent years __ ill-health 
occasioned his withdrawal from active interest in the pro- 
fession. The Society of Incorporated Accountants was 
represented at the funeral by Mr. A. H. Walkey, a member 
of the Council of the Society. 


SCOTTISH NOTES 


Purchase Tax—Edinburgh Memorandum 

The Directors of the Edinburgh Chamber of Commerce 
have submitted a memorandum to the Chancellor of the 
Exchequer stating that in their opinion it would not be in 
the national interest for a tax of this kind to be collected at 
the time of sale by a manufacturer or wholesaler. They take 
the view that, in whatever form such a tax is imposed, it 
should be made quite clear to the consumer what price is 
being paid for the goods themselves, and what amount 
constitutes the tax, and this would be impossible in many 
cases by taxing the wholesale price. ‘‘ Furthermore,’’ they 
state, ‘‘every trader through whose hands the goods pass 
after the tax has been imposed would add a profit percentage 
to the price of the goods, plus the tax, and the result would 
be to raise prices to the consumer to a level higher than was 
necessary. Such a tendency is contrary to the declared 
object of the Government to keep prices as low as possible.” 
After consulting the retail trade section and the Parlia- 
mentary Bills Committee of the Chamber, the directors 
submitted to the Chancellor of the Exchequer that the most 
satisfactory and fairest way of collecting a tax of this kind, 
if one is necessary, would be at the time of sale by the retailer 
to the consumer on the price actually paid by the consumer. 


Scottish Solicitors Bill 

Proposals for amending the law relating to solicitors in 
Scotland are contained in the Solicitors Amendment (Scotland) 
Bill, which was re-introduced in the House of Lords by Lord 
Thankerton. The purpose of the Bill is to confer on the 
General Council the powers that already exist in England. 
In this connection the joint legal committee suggested that 
the Committee in charge of the Scottish Bill be empowered 
to incorporate the clause authorising the General Council 
to make rules as to the audit of solicitors’ accounts, which 
would probably include a provision that a solicitor, when 
applying for a practising certificate, should produce a certifi- 
cate from an accountant that his books were in order. While 
the General Council decided by a majority to postpone further 
consideration until after the war, strong feeling appears to 
have been expressed against that course, as the proposals 
were now adopted by the English Law Society, which had 
taken the initiative in attempting to carry them through. 
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